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9. 

INTRODUCTION. 

Please state your name and business address. 

My name is David G. Hutchens. My business address is 88 East Broadway Blvd., 

Tucson, Arizona 85702. 

By whom are you employed and what are your duties and responsibilities? 

I am employed by UNS Energy Corporation (“UNS Energy”) and Tucson Electric Power 

Company (“TEP” or the “Company”) as President. UNS Energy was known as 

UniSource Energy Corporation before a name change that took effect on May 4, 2012. 

For simplicity’s sake, I will refer to that company as UNS Energy throughout my 

testimony, even when describing actions taken under the company’s previous name. 

Please describe your background and work experience. 

I received a Bachelor of Science degree in Aerospace Engineering from the University of 

Arizona in 1988 and a Master of Business Administration degree fiom the University of 

Arizona’s Eller Graduate School of Management in 1999. 

I was commissioned into the United States Navy in 1988 and served as a Nuclear-Trained 

Submarine Line Officer until 1993. 

I was hired by TEP in 1995 as an Analyst in Product Planning and Development. In 

1996, I moved into TEP’s Wholesale Marketing Department as an Energy 

MaketedTrader. I was promoted to Supervisor of the area in 1999, Manager in 2001, 

and General Manager in 2003. I was promoted to Vice President of Wholesale Energy 

and UNS Gas in 2007 and the Vice President of Energy Efficiency and Resource 

Planning in 2009. In 201 1, I was promoted to Executive Vice President of UNS Energy 
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Q. 
A. 

Q. 
4. 

and in December I was promoted to my current position of President of UNS Energy and 

TEP. 

What is the purpose of your testimony? 

The purpose of my testimony is to provide an overview of TEP’s view of energy 

efficiency (“EE”) resources and the potential impacts of the Arizona Corporations 

Commission’s (“Commission”) Electric Energy Efficiency rules (A.A.C. R14-2-240 1 et 

seq.) (“EE Rules”). I am also setting forth the reasons that TEP is requesting approval of 

an interim EE Implementation Plan that will act as a bridge between now and the end of 

TEP’s upcoming rate case. Finally, I explain that TEP will be proposing a different way 

- and what we believe to be a more effective way - to f h d  EE programs in an effort to 

meet the Commission’s Energy Efficiency Standard (“EE Standard”) set forth in the EE 

Rules in TEP’s upcoming rate case. 

Could you please summarize your testimony? 

Yes. First, TEP has been and continues to be a strong proponent of EE. However, due to 

unique circumstance surrounding the timing of the implementation of the EE Rules and 

TEP’s rate case moratorium, there have been several challenges for TEP to meet the EE 

Standard. In order to avoid a confiscatory application of the EE Rules, TEP needs to be 

able to recover the lost fixed cost revenues resulting from compliance with the EE Rules. 

However, certain legal issues have been raised about adoption of a mechanism to recover 

those lost revenues outside of a rate case. Although TEP does not agree with those 

concerns, those potential legal issues provided some of the impetus to have an evidentiary 

hearing in this docket. 

Second, in order to eliminate or mitigate those potential legal concerns and to implement 

a more robust EE program than is currently in place at TEP, the Company is proposing 
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11. 

Q. 
A. 

that the Commission approve a “bridge” implementation plan. TEP submitted such a 

modified plan in this docket on January 3 1,2012 and then filed an updated version of the 

modified plan on May 2, 2012 (“Updated Plan”). Our position in this docket is that the 

Commission should approve the Updated Plan because it will provide a bridge to the end 

of the TEP rate case, where the Commission can approve a more coordinated solution, 

and it avoids an unduly confiscatory application of the EE Rules. TEP witness Denise 

Smith provides a more detailed explanation of the Updated Plan in her testimony. 

Third, our “bridge” proposal is also important because TEP will be proposing a new way 

to fund EE in its upcoming rate case. In its rate case filing, TEP will propose a new, 

forward looking approach for financing EE programs and complying with the EE 

Standard. Under TEP’s proposal, the Commission would approve a three (3) year EE 

investment plan and associated Demand Side Management Surcharges (“DSMS”). The 

Company will invest its capital in cost-effective demand side management and energy 

efficiency (“DSMEE”) programs, recovering its costs through the DSMS and 

eliminating the performance incentive. This approach should reduce the cost to TEP’s 

customers compared to the existing approach set forth in the EE Rules and provide more 

stability and predictability regarding the level of the DSMS. 

THE DILEMMA OF THE EE RULES FOR TEP. 

Please provide TEP’s concerns about complying with the EE Rules. 

At their core, the EE Rules require utilities to reduce their energy sales. The EE Rules 

are the latest in a series of Commission rules that are intended to change the way (i) 

utilities provide electric service; and (ii) customers pay for electricity. For example, in 

addition to the EE Rules, in recent years, the Commission has also promulgated separate 

sets of rules and issued decisions regarding Renewable Energy and Net Metering. These 
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rules and orders result in reductions to the volume of sales to our customers without the 

requisite changes in cost recovery methods that would enable TEP to recover its costs and 

provide the Company with an opportunity to earn a reasonable return. 

Under the EE Rules, TEP is required to sharply reduce its retail sales by: 

1.25% in 201 1, 

a cumulative 3.0% in 2012, and 

a cumulative 5.0% in 2013 through the use of customer EE and demand response 

programs. 

Successful implementation of any cost-effective DSM program will reduce TEP’s kwh 

sales and revenues compared with the levels anticipated when the Company’s current 

rates were approved. Under TEP’s current rate design, for every 1 .O% reduction in retail 

energy sales, its fixed costs recovered through volumetric rates (non-fuel revenue) is also 

reduced by 1.0%. Therefore, by 2013, TEP will be facing a decrease in non-fuel 

revenues of 5.0% from compliance with the EE Rule. 

As part of Decision No. 70628, which approved TEP’s 2008 Rate Case Settlement 

Agreement (“2008 Rate Case Settlement Order”), TEP’s base rates are frozen until 

January 1, 2013, further exacerbating the situation. In other words, TEP is precluded 

from updating its base rates to reflect the lower sales volumes required by the 

Commission’s EE Rule until 2013. TEP estimates that, without any recovery 

mechanism, it will lose a total of $39 million in fixed cost recovery from 201 1 through 

2013 with full compliance of the EE Rules. 
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Q. 

A. 

Q* 

A. 

Was the Company an active participant in the electric EE Standard rulemaking 

process? 

Yes, the Company was an active participant in the rulemaking process to adopt the EE 

Rules and to determine the EE Standard. 

Did the Company express concern about the EE Standard during the rulemaking 

process? 

Yes, the Company filed the following documents: 

a 

a 

a 

a 

Comments to the Proposed Rules on November 16,2009; 

Exceptions to the Recommended Order and Opinion on December 1 1,2009; 

Comments on the EE Standard on February 16,2010; and 

Exceptions to the Recommended Order and Opinion on July 6,2010. 

TEP also participated in workshops and public comment sessions during the rulemaking 

process. In filings, rulemaking workshops and public comment sessions, TEP repeatedly 

argued for synchronization of the EE Standard with an appropriate cost recovery 

mechanism. The Company also expressed its concerns about the mandated sales 

reductions and the adverse financial impacts on TEP during the term of its rate freeze. 

Further, TEP was concerned about the lack of information regarding the definition of 

“cost-effective”, the supply curve of available cost-effective programs, market 

penetration, technological issues and customer adoption rates- in short, the ability to 

meet such an aggressive standard in a cost-effective manner. 
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Why isn’t TEP requesting a waiver of the EE Rules until these issues are addressed 

in TEP’s upcoming rate case? 

TEP has always been a strong proponent of cost-effective EE as a means to keep 

customer rates down, to provide customers with the opportunity to manage their energy 

needs and to access low-cost energy resources. In fact, the Company was recently 

recognized by Target Rock Advisors Sustainability Rankings, as one of fifteen utilities 

in the United States that are industry leaders for demand-side management and energy 

efficiency (“DSM/ EE’). Although TEP has proposed a waiver of the EE Rules as an 

alternative to Staff of the Commission’s fiereinafter “Commission StafY”) Proposed 

Order, TEP has repeatedly indicated that it preferred the adoption of an Implementation 

Plan that would allow TEP to implement cost-effective programs that would enable the 

Company to meet the EE Standard, provided that the confiscatory impacts of the Plan 

were suitably ameliorated through appropriate synchronization of compliance with the 

EE Rules with timely recovery of lost fixed cost revenue. 

Through Integrated Resource Planning efforts, the Company shows that certain DSWEE 

measures can be the lowest cost generation resource available. It is well documented that 

EE can cost less than other resources and also helps to reduce peak loads. Further, EE 

reduces water consumption associated with traditional energy generation and in some 

instances EE can also reduce the need for new transmission and distribution investments. 

Therefore, for the reasons set forth below, TEP would prefer to have a more robust 

interim EE plan approved by the Commission in this docket rather than to receive a 

waiver that effectively keeps TEP’s EE spending at levels approved in 2010 before the 

EE Rules were adopted. 
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OVERVIEW OF TEP’S EE EFFORTS. 

Did the Company offer EE Programs prior to adoption of EE Rules on January 1, 

2011? 

Yes. The Company has offered a limited number of D S m E  programs since the 1980’s. 

However, the level of DSMBE activity offered prior to adoption of the EE Standard is 

small compared to the level required to meet the EE Standard. Prior to 2009 the 

Company’s DSMXE programs produced savings of 0.3% or less of prior year sales. In 

compliance with the 2008 Rate Case Settlement Order, the Company increased its EE 

program offerings and continued to ramp up the level of program offerings in 2010 in 

anticipation of the EE Standard implementation. 

Was the Company allowed to recover program costs of all Commission approved 

D S m E  Programs? 

Yes. The company was allowed by the 2008 TEP Rate Case Settlement Order to recover 

all allowable program costs associated with implementing DSMPEE Programs. Approval 

to recover costs was also included in each individual Decision for the approved programs. 

Did the Commission also approve a utility performance incentive (“PI”) for the 

Company? 

Yes. The company was allowed by the 2008 Rate Case Settlement Order to include a 

utility PI. The approved PI structure allowed the Company to recover up to 10% of net 

benefits from the DSMEE programs with a cap of 10% of costs, excluding costs for 

Low-Income Weatherization, Education and Outreach, and Demand Response Programs. 
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Date ACC Filing 

Q. 
A. 

Q. 

A. 

Description 

Did the Company file an EE Implementation Plan as required by the EE Standard? 

The Company filed its 2011 EE Implementation Plan on the January 31,201ldue date. 

The 2012 EE Plan was due on June 1,201 1. Because of the close proximity of due dates, 

the Company incorporated both requests into a 2-year EE Implementation Plan Filing. 

The Company requested expedited review and approval of the plan by June 1,20 1 1 to be 

in compliance with both the EE Standard and the DSMS adjustment implementation date. 

I 
~ 1/31/2011 

I 

Since the filing of the EE Implementation Plan on January 31,2011, there have been 

numerous filings in the docket. Can you identify the key filings? 

The information in Table 1 below should be helpful in understanding the various filings 

since January 3 1,20 1 1, including the short-hand description of those filings. 

Original 201 1-2012 EE 
TEP EE Implementation Plan 

Implementation Plan 

Chronological Events Related To TEP EE Implementation Plan 

12/2/2011 

1/5/2012 

TEP Exceptions to 
Proposed Order 

TEP Exceptions to Staff 
Proposed Order on EE Plan 

TEP Supplemental TEP's Supplemental . 

Comments to Staft's Comments to Staff's 
Proposed Order Proposed Order 

I I I Supplemental information 

I for EE Plan on 
monetization of 6/30/2011 I Notice of Filing 

I I environmental imoacts. 
I 

I 

I I 

I 8/22/2011 TEP Notice of Filing 
Updated Information 

Filed updated information 
on Residential Financing, 

Program Budgets, Portfolio 
Savings, ARRT, and DSMS 
due to timing delay €or EE 

Plan approval. 
I I 

Staff Proposed Order on EE 
Plan Staff Proposed Order 

I 

I 1 

8 

Reference 
EE 

Implementation 
Plan 

EE 
Implementation 

Plan 

EE 
Implementation 

Plan 

EE 
Implementation 

Plan 

EE 
Implementation 

Plan 

EE 
Implementation 

Plan 
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1/10/2012 
EE 

Plan 
Open Meeting Open meeting for EE Plan Implementation 

I ModifiedPlan TEP Proposed 1 TEP Filed Modified EE 
‘I3 l2 I Modified EE Plan Plan 

TEP Letter requesting 
hearing on Feb 23,2012 
Securities Open Meeting 

TEP’s Letter to 
Chairman Pierce 211 4/20 12 Modified Plan 

I I - I 
Staff Updates and 

Amended Order provides 
alternate proposals to 2/29/20 12 1 Staff Amended Order Modified plan 

3/7/20 12 

311 6/20 12 
I I I 

Modified EE Plan. 

Comments to Staffs Modified Plan TEP Comments to 
Staffs Update updated alternate proposals. 

Open meeting for Modified 
EE Plan Open Meeting Modified Plan 

3/29/20 12 
evidentiary hearing. 

Procedural Order to refer 
Procedural Order 1 Modified EE Plan to Modified Plan 

1 Included Updated Plan 1 Updated Plan TEP Procedural 
Comments 5/2/2012 I 

V. 

3. 
4. 

I am not going to summarize the content of all of those filings. Our focus in this 

evidentiary hearing is the Updated Plan, which we filed on May 2,2012, and which I will 

address below. 

TEP’s PROPOSED UPDATED MODIFIED IMPLEMENTATION PLAN. 

What is TEP’s proposed Updated Plan that was filed on May 2,2012? 

On May 2, 2012, TEP filed Procedural Comments and an Updated Plan. The Updated 

Plan was necessary to reflect the impact of the passage of time since TEP filed its 

Modified Implementation Plan on January 31, 2012. Specifically, the Updated Plan 

made modifications to the proposed budgets, interim PI and DSMS. 
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Q. 
A. 

Q* 
A. 

How was the Modified Implementation Plan developed? 

TEP submitted its Modified Implementation Plan in response to the discussions at the 

Commissions’ January 10-11, 2012 Open Meeting. At that meeting, TEP and other 

interested parties, including Commission Staff, requested an opportunity to further 

discuss the issues surrounding the 20 1 1-20 12 Implementation Plan and to determine if a 

compromise proposal could be reached to present to the Commission for consideration. 

The Commission agreed to allow such discussions to take place and continued the Open 

Meeting agenda item. 

TEP, Commission Stdf, Residential Utility Consumer Office (“RUCO”), Arizonans for 

Electric Choice and Competition (“AECC”) and Southwest Energy Efficiency Project 

(“SWEEP”) met several times in person and by phone to discuss potential resolution of 

the issues. TEP provided an initial compromise proposal which was then modified based 

on the comments of the other participants. Although the Modified Implementation Plan 

appeared to have the conceptual support of all the participants, Commission Staff and 

AECC did not fully support the Plan. 

Could you provide an overview of the Modified Implementation Plan? 

Yes, I can. The Modified Implementation Plan (filed on January 3 1,2012) is the EE Plan 

on which the Updated Plan is based. This Modified Implementation Plan: 

e Adopted the programs recommended for approval by Commission Staff, but at a 

funding level that is 75% of the amount recommended by Commission Staff; 

Adopted an Interim PI that: (i) encourages increased program benefits and results; 

(ii) provides a financial bridge to TEP’s next rate case; and (iii) avoids the need 

for a significant waiver of the EE Rules for 2012; 

Did not incorporate TEP’s proposed Authorized Revenue Recovery True-up 

(“‘ARRT”) mechanism; 

0 

a 
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Q- 
A. 

Set the 2012 DSMS collection at $29,694,240, which is less than the $34,668,899 

recommended by Commission Staff; 

Set the 2013 Implementation Plan budget at the same level as 2012 and retains the 

Interim PI, but allows TEP to propose modifications to the programs to improve 

the 20 13 Implementation Plan effectiveness; 

Set the DSMS at $0.003608 per kWh for residential customers and at a rate of 

4.19% on all charges (except taxes and other governmental assessments) for all 

other customer classes. The DSMS resulting from this Modified Implementation 

Plan results in incremental average bill impacts ranging from 2.39% to 2.94% for 

the various customer classes. The bill impact for the average residential 

customer would be $3.1 8/month, which would be an incremental bill impact of 

$2.08/month over the current DSMS bill impact of $1.1 O/month; and 

Provided TEP with a reasonable opportunity to meet the EE Standard for 2012, 

and perhaps, for 2013. 

\ 

Could you please summarize the Updated Plan? 

As set forth in our May 2, 20 12 filing, the Updated Plan effectively revises the Modified 

Implementation Plan to reflect the passage of time and the potential October 1, 2012 

effective date for an adjusted DSMS. The Updated Plan: 

0 Adopts the programs recommended for approval by Commission Staff, but at a 

funding level that is 75% of the amount recommended by Commission StaEf, 

Does not incorporate the ARRT mechanism or any other decoupling mechanism; 

Adopts a 'reduced interim PI that encourages increased program benefits and 

results: 

Sets a DSMS Collection for the 15 month period of October 1, 2012 to 

December 31,2013 at $27,894,412; 

e 

0 

0 
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Q. 
A. 

Q. 

A. 

0 Sets the DSMS at $0.002497 per k w h  for residential customers and at a 2.86% 

rate on all charges (except taxes and other governmental assessments) for all other 

customer classes. This DSMS rate results in incremental average bill impacts 

ranging from 1.17% to 1.71% for the various customer classes. The bill impact for 

the average residential customer would be $2.2O/month, which would be an 

increase of $1.1 O/month compared with the current average residential DSMS bill 

impact of $1.1 Olmonth. 

TEP witness Denise Smith provides a more detailed explanation of the Updated Plan in 

her testimony. 

Why does TEP want the Commission to approve the Updated Plan? 

The Updated Plan allows TEP to increase its EE programs well before the conclusion of 

its upcoming rate case, providing a more gradual ramp up of programs and costs needed 

to try to meet the Commission’s EE Standaxd. The Updated Plan also represents a 

compromise position that still provides customers with cost effective programs to reduce 

their electric bill, stability to the DSM market place, and is a bridge mechanism to TEP’s 

next rate case, where lost fixed cost recovery can be synchronized with TEP’s future 

implementation plans. 

Will approval of this Updated Plan allow the Company to meet the EE Standard for 

2012 and 2013? 

No. Due to timing of approval for any of the EE Plans filed - and the cumulative nature 

of the EE Standard, the Company will not be able to meet the 2012 or 2013 EE Standard. 

However, it will provide TEP with the opportunity to narrow the compliance gap with the 

EE Standard in the future rather than the status quo. 
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Q. 
A. 

V. 

Q. 
A. 

Q. 

A. 

Will TEP need a waiver of the EE Standard for 2012 and 2013? 

While we are not currently requesting a waiver, it is likely that a waiver will be required 

for 2012, 2013 and beyond depending on future Commission approvals of EE plans and 

the availability of cost effective EE resources. 

TEP’S UPCOMING PROPOSAL FOR FUNDING EE PROGRAMS. 

What are the Company’s plans for DSM/EE Programs in the future? 

TEP will propose, in its July 2012 rate case application, a new, forward looking approach 

for financing DSMEE Programs and complying with the EE Standard. 

What does the Company plan on proposing as an alternative to the current 

regulatory framework in its rate filing? 

The Company believes there is an alternative solution for financing the cost of complying 

with the EE Standard that will reduce and stabilize the rate impacts to customers, better 

synchronize the benefits of EE with the costs, provide a base level of certainty to program 

offerings and eliminates the need to provide a PI to TEP. The Company’s proposal is 

called the Energy Efficiency Resource Plan (“EE Resource Plan”). TEP’s proposed EE 

Resource Plan would establish a three-year planning horizon for the Company’s EE 

programs and the associated DSMS. The Company will invest its capital in cost-effective 

DSMlEE programs, recovering its costs through the DSMS and eliminating the PI. This 

capital investment and recovery model is similar to that used for any other supply-side 

resource except that the capital invested by the Company in cost-effective DSM/EE 

measures will be considered a regulatory asset. 
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Why does TEP believe this approach is better than the current method of funding 

EE programs under the EE Rules? 

The Company’s proposed EE Resource Plan will be a win-win proposition for all 

stakeholders:(i) customers’ will know in advance what the DSMS will be for multiple 

years and have assurances that programs and program funding will be stable over a multi- 

year timeframe; (ii) DSMEE contractors will have more certainty regarding program 

funding levels; (iii) TEP will have more certainty related to the amount and timing of 

energy savings it can rely on in its resource and system planning; and (iv) this proposal 

reduces the annual burden that the DSMS review process puts on Commission Staff. 

Does this conclude your direct testimony? 

Yes. 
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I. 

Q* 
A. 

Q. 

A. 

Q* 
A. 

INTRODUCTION. 

Please state your name and address. 

My name is David G. Hutchens. My business address is 88 E. Broadway, Tucson, 

Arizona 85702. 

Have you reviewed the Direct Testimonies filed by the Arizona Corporation 

Commission’s Utilities Division (“Staff’), the Residential Utility Consumer Office 

(“RUCO”), Southwest Energy Eficiency Project (“SWEEP’’) and Arizonans for 

Electric Choice and Competition (“AECC”)? 

Yes I have. 

Please provide an overview of your rebuttal testimony. 

My Rebuttal Testimony addresses Staffs recommendations concerning TEP’s proposed 

“bridge” energy efficiency implementation plan (“Updated Plan”). Because both RUCO 

and AECC have stated their support for the Updated Plan in their respective rebuttal 

testimonies, I am not commenting on those testimonies. Although SWEEP is also 

supportive of the Updated Plan as discussed in its rebuttal testimony, SWEEP sets forth a 

couple of recommendations that TEP does not agree with which I will briefly address. 

TEP would like to move forward in efforts to meet the Energy Efficiency Rules (“EE 

Rules”) and provide customers with programs and services that encourage energy 

savings. As a result of significant time and resources expended by many parties, the 

Company is proposing the Updated Plan as an interim solution that has been delicately 

balanced to resolve both practical and legal issues communicated by AECC, RUCO, 

SWEEP and Staff. The Updated Plan has support from AECC, RUCO, and SWEEP. 

These same parties understand that the interim plan has been designed to address a 

1 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

unique situation for TEP, created by the adoption of the EE Rules during TEP’s rate 

freeze and rate case moratorium, and that the interim plan will not set precedent for future 

filings. It is simply a short “bridge” that allows TEP to move forward with EE for its 

customers until the conclusion of its pending rate case in 20 13.’ 

With respect to Staffs recommendations, TEP continues to believe that the Updated Plan 

presents the most appropriate approach to address the unique interplay of TEP’s rate case 

moratorium with the potentially confiscatory impact of the EE Rules. Staffs 

recommendations do not provide an acceptable resolution of the unique challenges facing 

TEP. Staffs proposes a larger EE Plan budget and a higher Demand Side Management 

Surcharge (“DSMS”). This increases costs to our customers and unnecessarily 

exacerbates the confiscatory impact of the EE Rules on TEP. Moreover, Staffs proposed 

deferral account does not provide sufficient protection to the Company against that 

confiscatory impact. Staff’s other proposed modifications to the Updated Plan upset the 

delicately negotiated balance that made the Updated Plan operationally and economically 

palatable to TEP, as well as RUCO, AECC and SWEEP. Staffs two alternative 

proposals also are unacceptable. Alternative 1 results in a confiscatory impact on TEP. 

Alternative 2 is a full waiver of the EE Rules for a short window of time, which does not 

timely advance cost-effective EE programs and, which could put TEP in a difficult 

position to “catch up” to the EE Standard after the short waiver expires. 

’ Docket No. E-01933A-12-0291. 
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11. 

Q. 

A. 

Q. 

A. 

Q* 

A. 

RESPONSE TO STAFF. 

Does the Company have any concerns with the programs and measures that Staff is 

recommending for approval. 

No. The Company agrees with the programs and measures that Staff is recommending. 

Those programs and measures are the same programs and measures proposed in the 

Updated Plan. 

Does the Company support Staffs proposed budget increase from $18.5 million to 

$23 million? 

No, the Company does not support an increase in the budget for the Updated Plan. The 

budget amount in TEP’s Updated Plan is the result of extensive negotiations between the 

Company, AECC, RUCO, and SWEEP, and provides a solution to concerns raised by 

each of these stakeholders. By increasing the budget from $18.5 million to $23 million 

as recommended by Staff, the customer impact resulting from the increased budget will 

likely disrupt the delicately negotiated balance achieved by the Updated Plan that is 

supported by RUCO, AECC and SWEEP. 

What is TEP’s position on Staffs recommendation that TEP not be granted a 

waiver from either the 2012 or 2013 EE Standard? 

I believe Staffs position is unreasonable given these unique circumstances and ignores 

the reality of the situation given the timing. TEP still does not have an approved EE 

Implementation Plan for 201 1 and it is unlikely to have any approved plan until 20 12 is 

almost over. The Commission has stated that TEP’s energy efficiency effort is to remain 

at “status quo” until this evidentiary process is concluded. It is clear that TEP cannot 

meet the EE Standard for 2012. Further, in order to jump from the status quo to full 
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Q. 

A. 

Q* 

A. 

Q* 

A. 

compliance by 20 13 presents numerous operational and financial challenges that I do not 

believe would be in the best interest of the Company and its customers. 

Does the Company support the methodology for calculating the Performance 

Incentive (“PI”) recommended by Staff? 

No, the Company does not support Staff‘s recommendation to alter the Interim PI 

proposed in the Updated Plan. Again, that interim PI is a key element to the compromise 

developed to: (i) facilitate a more robust EE program, while addressing the issues raised in 

this docket, including the confiscatory impact of applying the EE Rules at this time (i.e. 

before TEP’s rate case is concluded) and (ii) provide a bridge to the end of the now- 

pending TEP rate case, where the Commission can approve a more coordinated solution to 

the issues. TEP witness Denise Smith addresses the Interim PI and Staffs proposals 

concerning the PI in more detail in her rebuttal testimony. 

Staffs recommends that its proposed PI be trued up to actual performance. Would 

the Company agree to true-up its proposed PI? 

Yes. TEP’s proposal already contemplates that it would be trued-up to actual performance, 

not projected performance, subject to the floor-to-ceiling range set forth in the Updated 

Plan. The true-up will take place in the next reset of the DSMS, which will happen 

either as part of TEP’s 2012 rate case or the approval of a subsequent EE Plan, 

whichever occurs first. 

Is the Company amenable to Staffs recommendations that the DSMS should be 

maintained on a per-kWh basis for all customer classes? 

No, the Company does not support the recommendation to maintain the DSMS on a per- 

kWh basis for non-residential customers in this proceeding. The recommended change in 

the application of the DSMS to a percentage of bill rather than on a per-kWh basis for non- 
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Q. 

A. 

Q. 

A. 

residential customers is the result of discussions with other parties to this application - yet 

another component of the delicately balanced negotiations for the Updated Plan. 

Staff states (at page 14 of Ms. McNeely-Kinvan’s testimony) that the Updated Plan 

expresses concern about LFCR and implies that TEP is attempting to resolve the 

LFCR issue in this docket. Do you agree? 

No, the Updated Plan does not address LFCR and the Company does not seek to resolve 

the issue in this docket. The Updated Plan provides only a compromise position that still 

provides net-benefits to all customers, provides programs for customers to reduce their 

electric bill, provides stability to the DSM market place, and provides a bridge mechanism 

to TEP’s next rate case, where lost fixed cost recovery can be synchronized with TEP’s 

fbture implementation plans. 

Assuming the LCFR issue is addressed in this docket, would the Company agree to 

Staffs recommendation to defer recovery of lost unrecovered fixed costs associated 

with energy efficiency savings? 

No. The Company does not support deferred recovery of lost fixed costs or the 

quarterly reporting requirements recommended by Staff. Staff has not provided any 

specific guidance or methodology as to how TEP would actually recover those lost 

fixed costs and there is simply too much uncertainty about the ultimate recovery of 

those costs. Further, Staffs proposal does not address the following concerns TEP’s 

previously expressed in its Comments filed in this docket on March 7,2012: 

“a. It does not provide immediate relief for the conJiscatory impact 
of EE Standard compliance; 

It does not provide certainty of any recovery of lost fixed cost 
revenues attributable to EE Standard compliance. Tellingly, the 
proposed deferral account amendment does not state that TEP 
will, indeed, recover the deferred lost fixed cost revenues; 

b. 
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Q. 

A. 

e. It is unknown what type of deferral methodology might be 
acceptable to Stag which adds another layer of uncertainty; 

d. The alternative proposal only allows calculation of unrecovered 
fixed costs JFom the approval date of this order and does not 
provide for a solution associated to unrecovered fixed costs 
JFom January 1,2012 through the date of this order; and 
It requires TEP to make yet another $ling to seek approval of a 
deferral methodology and quarterly reporting to Commission 
Staff The proposal does not offer any deadline for Commission 
approval or efective date for such methodology. Moreover, if 
Staff does not agree with TEP’s proposed methodology, this 
could further delay the approval and efective date. ” 

e. 

TEP still has these concerns and believes that the Updated Plan provides the 

appropriate bridge to the now-pending rate case where LFCR issues can be hl ly  

addressed on a going-forward basis. 

Would the Company agree to modify the Updated Plan with details provided in 

either Alternative #1 or Alternative #2 described in Staffs Direct Testimony? 

No, the Company does not agree to modify the Updated Plan with either of the 

Alternatives proposed by Staff for the following reasons: 

Alternative #l 

This alternative does not include the Interim PI and recommends that the DSMS recovery 

be based on the per-kwh basis for all customers. Both of these elements are key 

components to the balance struck between the Company, RUCO, AECC, and SWEEP in 

the Updated Plan. For the reasons I discussed above, the Company cannot agree to their 

exclusion. 

Alternative #2 

Staffs “waiver” proposal creates more problems than it solves and should be rejected. 

The proposal does not solve the dilemma facing TEP and it creates the potential for an 

undue increase to the DSMS in fbture years as TEP tries to play “catch-up” to the EE 
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111. 

Q. 
A. 

Q* 
A. 

Standard. As stated in my Direct Testimony: “TEP wouldprefer to have a more robust 

interim EE plan approved by the Commission in this docket rather than to receive a waiver 

that effectively keeps TEP at spending levels approved in 2010 before the EE Rules were 

adopted ’’ 

RESPONSE TO SWEEP. 

Do you have any responses to SWEEP’S Direct Testimony? 

Yes. Generally, SWEEP appears to support the Updated Plan. SWEEP raises concerns 

about the waiver for 2013 and the bill impacts. I have addressed those issues above and 

will not repeat them here. SWEEP also suggests that the small commercial customers 

receive “at least the level of EE program funding collected from small customers.” TEP 

will endeavor to do so provided it comports with the approved budget and results in cost- 

effective use of the funds. Finally, SWEEP requests that TEP be required to file a 2013 

implementation plan. The Updated Plan has been carefully designed to cover the 

remainder of 2012 and 2013.2 Moreover, in TEP’s pending rate case that will be decided 

in 2013, the Company is proposing to replace annual EE implementation plan filings with 

a completely new approach to fund EE. If the Commission approves the Updated Plan, the 

filing of a 20 13 implementation plan is simply unnecessary under the circumstances. 

Do you have any concluding remarks? 

Yes. The financial aspects of the Updated Plan are designed to collect the proposed budget 

through the DSMS commencing on October 1,  2012. Additionally, as discussed in the 

direct testimony of Denise Smith, the Company has been awarded a U.S. Department of 

Energy grant. If TEP does not receive approval of the Updated Plan by October 1, 2012, 

See TEP’s Request to Accept Proposed Implementation Plan in Pending Energy Eflciency Docket as 
2013 Implementation Plan Filing Under A.A.C. R14-2-2405 filed on May 1 1, 2012, which is incorporated 
herein by reference. 
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Q. 
4. 

the Company could be at risk of losing the grant. Accordingly, I would urge the 

Commission to approve the Updated Plan as expeditiously as possible, but in no later than 

October 1, 2012 so our customers may once again be able to more fully benefit fiom the 

level of EE programs that they expect, as well as the additional funding that the grant will 

provide. 

Does this conclude your Rebuttal Testimony? 

Yes it does. 
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2. 
4. 

2. 
4. 

INTRODUCTION. 

Please state your name and business address. 

My name is Denise Smith. My business address is 88 E. Broadway, Tucson, Arizona 

85702. 

What is your employment position? 

I am the Director of Demand Side Resources at Tucson Electric Power Company (‘‘TEP” 

or the “Company”), UNS Gas, Inc. (“UNS Gas”) and UNS Electric, Inc. (“UNS 

Electric”), collectively referred to as the UNS Energy Cop. 

Please describe your background and work experience. 

I graduated from Northern Arizona University (“NAU”) earning a Bachelor of Science 

degree, in Mathematics with an extended major in Statistics, and then completed graduate 

work in Statistics at NAU. During my tenure at TEP, I completed a Masters of Business 

Administration at the University of Phoenix. After leaving NAU, I was hired by Pima 

Association of Governments in the Travel Reduction Program, which reduces vehicle 

emissions by targeting major employers to reduce employees’ travel to and from work. 

I was hired in 1996 by TEP as a Demand-Side Management (“DSM”) Analyst, 

developing, analyzing and researching new DSM and energy-related market programs. 

In addition, I implemented and reported progress of existing DSM programs and then 

transitioned them into market-transformation programs. In 1999, I moved into the 

Pricing and Rates Department, and developed cost-of-service and revenue requirement 

models. In 2002, I was promoted to the Director of the Pricing and Rates Department. I 

then accepted the position of Director of Conservation and Renewable Programs. During 

my tenure as Director of Conservation and Renewable Programs and more recently 
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Q* 
A. 

IV. 

Q. 
A. 

Director of Demand Side Resources I have overseen the implementation and 

management of 29 new DSM programs. I also managed the successful design and 

implementation of several Renewable energy programs for TEP and UNS Electric. 

Please provide a summary of your testimony. 

Because of extenuating circumstances surrounding the 20 1 1-20 12 Energy Efficiency 

(“EE”) Implementation Plan, the Company had to restrict DSMEE Program Budgets to 

an amount that can be recovered, along with other approved costs, through the Demand 

Side Management Surcharge (“DSMS”) approved in Decision No. 71720 (June 3, 2010). 

Participation in DSMEE programs for customers in the TEP service territory are now 

limited and budgets have been significantly reduced. The Company’s intended progress 

toward meeting the savings targets outlined in the Commission’s Electric Energy 

Efficiency Rules AAC R14-2-2401 et seq. C‘EE Rule”) has been severely disadvantaged, 

creating a ripple effect that will handicap TEP’s ability to achieve both short-term and 

long-tern EE targets that are mandated by the Commission. In order to reduce further 

erosion of TEP’s ability to meet the EE Standard set forth in the EE Rules, TEP is 

proposing that the Commission approve the Updated EE Implementation plan by October 

1 , 20 12. This will provide significant net-benefits to all customers, provide programs that 

enable customers to reduce electric consumption, provide stability to the DSM 

marketplace and provide a bridge mechanism between now and the conclusion of TEP’s 

rate case, which will be filed in early July 20 12. 

CURRENT STATUS OF TEP’S EE PROGRAMS. 

Does the Company support DSM/EE as a cost-effective supply-side resource? 

Yes. As mentioned in Mr. Hutchens’s testimony the Company supports cost-effective EE 

that provides value to our customers. The Compani takes several steps to ensure each 
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measure within each EE Program is cost effective and represents an accurate picture of 

the Company’s costs. Those steps include: 

0 . Comprehensive research on equipmentlmeasures to determine both baseline and 

EE savings potential (both kWh and kW); 

Comprehensive research to acquire incremental costs and equipmendmeasure life; 

Comprehensive research to gather information and develop hourly load profiles 

from each type of equipmentlmeasure; 

Determination of avoided utility costs from the Company’s most recent Integrated 

Resource Plan; 

Development of budgets and participation estimates for each proposed measure 

and program; 

Preparation of cost-effectiveness calculations for each EE measure and program 

using the Societal Cost Test as required in the EE Rule; and 

Comprehensive analysis of the total EE Savings (resource) to traditional and non- 

traditional supply-side resources. 

0 

0 

e 

0 

0 

0 

The table below shows the cost comparison of resources of EE to other traditional and 

non-traditional resources with information filed in TEP’s 2012 Integrated Resource Plan. 

Investments in cost-effective EE can also reduce the impact on water resources, 

emissions, and other non-energy related benefits such as thermal comfort in 

homeshusinesses, jobs, and indoor air quality. 
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16.0 

14.0 

12.0 

10.0 

8.0 

6.0 

4.0 

2.0 

0.0 
Energy Efficiency Pl,otovoltairr Biomass Wind Nuclear Coal Combined Cycle 

Cornbus tion 

Does the Company offer DSM/EE savings opportunities to customers within the 

TEP service territory? 

Yes. The Company received Commission approval to implement several DShUEE 

programs in 2008 in anticipation of the implementation of the EE Rule and a handful of 

programs had received prior Commission approval dating back to the 1980's. These 

programs include: 

0 Low-Income Weatherization Program 

0 Existing Homes Program 

e Residential New Construction Program 

0 Shade Tree Program 

0 Non-Residential Existing Facilities 

0 Small Business Direct-Install 

0 CFL BUY-DOW 

0 Efficient Commercial Building Design (F'ilot Program) 
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Q* 
A. 

Q. 
A. 

e Education and Outreach 

e 

e 

e 

e TEP Energy Assessment 

e Home Energy Reports 

C&I Direct Load Control Program 

Zero-Energy New Homes Program (Pilot Program) 

Residential and Small Commercial Direct Load Control Program (Pilot Program) 

Was the Company allowed to recover costs of all Commission approved DSMEE? 

Yes, Decision No. 70628 (December 1, 2008) authorized TEP to recover all allowable 

costs associated with implementing DSM/EE Programs including a utility Performance 

Incentive (“PI”). Approval to recover costs for some of the above mentioned programs 

was also included in other Commission Decisions. 

Describe the mechanism allowed by the Commission for cost recovery. 

The initial DSMS Adjustor was established on December 1, 2008, in Decision No. 

70628. The Company is required to file for approval of an adjustment to the DSMS on 

April lS‘ of each year, with any adjustment taking effect on June 1’‘ of the same year. The 

Adjustor Filing requires the Company to include documentation on actual program 

spending for the previous 12 months, projected program budgets for the following 12 

months, and a true-up of any over or under collection. In addition the Company is 

required to document the calculation on its PI, including program net benefits and 

program spending (less Low-Income Weatherization, Education and Outreach, and 

Demand Response programs). The DSM adjustor is applied to customer’s bills as a per 

kWh charge. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

When was the DSMS adjustor last modified? 

The last DSMS was approved in June 2010 in Decision No. 71720 (June 3,2010). This 

decision set the DSMS to allow recovery of the 2010 estimated Program Expenses, a 

2009 PI, and some under-recovery of previous years’ program costs. Since the reset in 

2010, the Company received approval to implement new programs and to spend 

additional monies, but the Commission has not authorized TEP to recover the costs of 

those new or expanded programs. This lack of synchronization has had a significant 

financial effect on TEP and has reduced its ability to continue funding EE programs at 

those previously established levels. Approval of TEP’s 201 1-2012 EE Implementation 

Plan as modified in this proceeding would remedy those issues. 

Has the Company received approval of the EE Implementation Plan? 

No, the Company has not received approval of the EE Implementation Plan. 

What is the current status of TEP’s DSM/EE Programs? 

As a result of the discussion and vote at the Commission’s March 16, 2012 Open 

Meeting, the Company modified its DSWEE Programs to reflect the status quo funding 

generated by the existing DSMS. The primary modifications included: 

Rather than continuing to increase the burden on customers by continuing 

DSM/EE spending at a level greater than collections and increasing the lost fixed 

cost burden on the Company, TEP reduced program spending to previous levels 

as to better synchronize recovery of approved DSM/EE costs with the current 

DSMS approved June 3,2010. 

To determine the actual amount available for program spending, the 

Company estimated its annual revenue collections fiom the current DSMS 

($1 1 million) and compared it with the TEP’s under-recovered costs as of 

December 3 1 , 201 1 ($6.5 million). 
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m Based on the level of annual DSMS collections, it was TEP’s belief that in 

order to maintain a marginal level of DSM/EE program funding, it would 

extend the collection of its $6.5 million in under-recovered costs over a 

two year period. Based on this decision, the annual program budgets were 

reduced to $7.5 million per year. 

With a $7.5 million annual program budget, TEP reduced program budgets across the 

board with the exception of Low-Income Weatherization. 

The following explains the program changes: 

a The Multi-Family Direct Install Program, Schools Facility Program, Retro- 

Commissioning Program, Bid for Efficiency Program, Behavioral Comprehensive 

Program, and Combined Heat and Power Joint Program had not been approved 

during previous Commission hearings so all programs are on hold and will not go 

forward until approved by the Commission. 

Although the Appliance Recycling Program was not previously approved by the 

Commission, the Company had already selected an implementation contractor 

(“IC”). The contractor was notified that the program would not be implemented 

as planned. The TEP plan for an Appliance Recycling Program is on hold and 

will not go forward until approved by the Commission. 

Although the Residential Financing Program was not previously approved by the 

Commission, the Company had already selected a program lender. The lending 

partner was notified that the program would not be implemented as planned. The 

TEP plan for a Residential Financing Program is on hold and will not go forward 

until approved by the Commission. 

Participation in the Large Business and Small Business Direct-Install Program 

was very active. However, the reduction in funds for these programs resulted in 

0 

a 

a 
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the suspension of these programs effective in March 20 12 until additional funding 

is made available. The IC responsible for these two programs was notified and 

made necessary modifications and reduced staff assigned to the Company from 6 

to 2. Program information was removed from the Company website. Because it 

was necessary to reallocate the remaining implementation funding toward the 

payment of incentives for work completed, no fimds are available for either 

incentives or implementation and the program has been fully suspended for the 

remainder of the program year. 

The Existing Home Program has been suspended as the incentives already paid 

plus incentives approved for payment have exhausted incentives available at the 

reduced funding level. TEP notified the IC of this situation and the Company 

provided the required 30 day notice of cancellation for the contract. The IC made 

necessary modifications and reduced staff assigned to the Company from 8 to 0. 

The IC has indicated to TEP that it is now in the process of closing the local 

office. With the small amount of funds still available to operate the Existing 

Homes Program, the Company began development of an alternate plan to 

continue offering certain pieces of the program without incentive payments. The 

Company hopes to at least maintain some interest in the program until additional 

funding is approved by the Commission. 

The partner in the Shade Tree Program was notified of the reduced funding so 

they could reduce activity for the remainder of 20 12. 

The Company notified the IC providing Home Energy Reports of reduced funding 

for 2012 but the Company decided to continue mailing the existing reports 

through September 2012 to complete the cycle and provide the Company with one 

full year of available data and savings. After September 2012, the Home Energy 

Reports program may be suspended unless additional funding is approved by the 

Commission. 

e 

e 
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[II. 

Q. 

4. 

The Company notified the IC for the CFL Buy-Down program of reduced budgets 

for 2012 and 2013. The IC supplied an alternative work plan with reduced buy- 

down incentives in attempts to continue with program activity through 2012 and 

2013. 

The Company notified the IC for the C&I Direct Load Control program of the 

reduced fhding level and suspended signing on new customers to the program 

until additional funding is available. 

The Company notified home builders participating in the Residential New 

Construction Program of reduced budgets and that participation would continue 

until funding was no longer available. Builders were notified that incentives 

would be made on a first-come-first served basis but the program would be 

suspended in the near future. Funds were exhausted or reserved the last week of 

May and the New Home Construction Program was suspended effective May 3 1 , 

2012. 

TEP’s UPDATED MODIFIED IMPLEMENTATION PLAN. 

Mr. Hutchens stated that TEP is now proposing the Updated Plan, which is an EE 

Implementation Plan that acts as a bridge to the end of the upcoming rate case. 

Please provide a summary of details for the Updated Plan proposed by TEP. 

As Mr. Hutchens testified, the Updated Plan: 

e Adopts the programs recommended for approval by Commission Staff in the 

Proposed Order dated November 16, 201 1, but at a funding level that is 75% of 

the amount recommended by Staff; 

Does not incorporate the Authorized Revenue Recovery True-up (‘ARRT’) 

mechanism or any other decoupling mechanism; 
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Q* 

A. 

Adopts a reduced interim PI that encourages increased program benefits and 

results; and 

Sets a DSMS collection for the period of October 1, 20 12 to December 3 1, 20 13 

at $27,894,412 which includes $18.5 million for Program Budgets, $3.9 million 

for estimated under-recovery of previous expenses as of September 30,201 2, $2.2 

M for the 2010 and 201 1 PI, and $3.3 million for a 2012 PI; and 

Sets the DSMS at $0.002497 per kWh for residential customers and at a 2.86% 

rate on all charges (except taxes and other governmental assessments) for all other 

customer classes. This DSMS rate results in incremental average bill impacts 

ranging from 1.17% to 1.71% for the various customer classes. The bill impact 

for the average residential customer would be $2.2O/month, which is an increase 

of $l.lO/month over the current average residential DSMS bill impact of 

$1.1 O/month. 

This Updated Plan allows TEP to increase its EE programs well before the conclusion of 

its upcoming rate case, providing a smoother ramp up of programs and costs needed to 

try to meet the Commission’s EE Standard. The Updated Plan also represents a 

compromise position that still provides net benefits to all customers, provides programs 

for customers to reduce their electric bill, provides stability to the DSM market place, and 

provides a bridge mechanism to TEP’s next rate case, where lost fixed cost recovery can 

be synchronized with TEP’s hture implementation plans. The Updated Plan, filed May 

2,2012, is attached as Exhibit DS-1. 

Please identify the programs proposed by the Company that Staff recommended for 

approval in its November 16,2011 Proposed Order. 

The November 16,20 1 1 Proposed Order recommended approval of the following new 

Programs: 
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0 Multi-Family Direct Install 

0 Retro-Commissioning 

0 Schools Facilities 

0 Bid-For-Efficiency 

0 Residential Financing 

0 Behavioral Comprehensive 

0 Combined Heat and Power 

The Proposed Order also recommended updated budgets for existing programs and 

recommended approval of new measures within the following Programs: 

Low-Income Weatherization Program 

Existing Homes Program 

Residential New Construction Program 

Shade Tree Program 

Non-Residential Existing Facilities 

Small Business Direct-Install 

CFL BUY-DOWII 

Efficient Commercial Building Design (Pilot Program) 

Education and Outreach 

C&I Direct Load Control Program 

Zero-Energy New Homes Program (Pilot Program) 

Residential and Small Commercial Direct Load Control Program (Pilot Program) 

TEP Energy Assessment 

Home Energy Reports 

These programs are fully described in TEP’s 201 1-2012 EE Implementation Plan, which 

the Company will be submit as an Exhibit at the evidentiary hearing. 
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Low Income Weatherization 
Multi- Fa mily 
Residential Direct Load Control - Pilot 

14 

15 

$526,464 
$181,565 
$167.864 

16 

Subtotal 

17 

$7,651,396 

18 

19 

20 

C&l Comprehensive Program 
Commercial Direct Load Control 
Small Business Direct Install 
Commercial New Construction 

21 

$3,728,462 
$1,431,445 
$2,044,806 
$515.702 

22 

Bid for Efficiency - Pilot 
Retro-Commissioning 
Schools Facilities 
CHP Joint Program - Pilot 

23 

$388,846 
$336,493 
$170,049 
$22 .ooo 

24 

Subtotal 

25 

$8,637,804 

26 

Codes Support 
Program Development, Analysis, and 

27 

$73,288 

Q. 

A. 

What is the funding level for each program in the Updated Plan? 

The proposed funding level for each program is shown in Table 1 below. This funding 

will cover the full 15 month period proposed for the Updated Plan (October 1, 2012- 

December 3 1,201 3). 

Reporting Software 
Subtotal 

Table 1: TEP Updated EE Plan Budgets 

$276,115 
$820,058 

Residential Enerav Financing I $315.405 I 
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Q* 

A. 

Q* 
A. 

Q. 

A. 

If the Updated Plan is approved, what will happen if the proposed EE Resource 

Plan (discussed in Mr. Hutchens testimony) that will be filed with TEP’s upcoming 

rate case is approved prior to December 2013? 

In the event that the proposed EE Resource Plan is approved in the rate case prior to 

December 31, 2013, the actual spending and revenue collections on the effective date of 

the rate case decision would be used to determine any over or under recovery amount to 

true-up in the new DSMS adjustment. At that time, the new EE Resource Plan, with 

budgets approved within the rate case decision, would become effective and this interim 

“bridge” plan would end. 

What will the DSMS be under the Updated Plan? 

The Updated Plan establishes the DSMS at $0.002497 per kWh for residential customers 

and at a 2.86% rate on all charges (except taxes and other governmental assessments) for 

all other customer classes. This DSMS rate results in incremental average bill impacts 

ranging from 1.17% to 1.71% for the various customer classes. The bill impact for the 

average residential customer would be $2.20/monthy which would be a net bill impact of 

$1 .lO/month over the current DSMS bill impact ($1 .lO/month). 

The Updated Plan contains an interim PI. Please describe how the interim PI 

works. 

The Interim PI is based entirely on the Company’s performance in delivering cost- 

effective EE programs to customers in its’ service territory. This Interim PI is divided 

into two parts; (1) a base PI; and (2) additional performance metrics. 

1. The Base PI. 

The base PI includes 7% of the net benefits achieved from EE Programs delivered 

during 2012. The Participants have agreed to a tiered structure for the base PI 

allowing for a lower payment if TEP meets 80% of the EE net benefits goal and a 
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2. 

higher payment if the Company meets up to 120% of the goal. Net benefits are 

determined by subtracting the calculated Societal Cost of program delivery from 

the calculated Societal Benefits derived through those same EE programs. Thus, 

net benefits will be greater if program costs are kept low while delivering 

increased societal benefits. Both the tiered payment structure and payment based 

on net benefits create an atmosphere that encourages the Company to deliver the 

most cost-effective and highly beneficial programs and measures at the lowest 

possible cost. 

Additional Performance Metrics 

Part 2 of the proposed Interim PI consisted of five (5) specified performance 

metrics. Payments would be made on individual metrics, meaning the Company 

may receive payment on some individual metrics but not others. These additional 

performance metrics follow the same tiered structure with 80% being the floor 

value and 120% being the maximum value. 

The calculation for the 2012 Shared Benefits PI is shown in Table 2 below. 

Table 2: 2012 Shared Benefits PI 
Energy Efficiency Shared Benefits 

DSM Program Year 2012 

Part I - Base Performance incentive 
$ 

DSM Costs 11,040,296 

2012 Net Benefits 
$ 
22,626,485 

Shared Savings 7.00% 

Part 1: Base Energy Efficiency Shared Benefits (net benefits times 7.0%) 
$ 
1,583,854 
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Part II - Other Performance Metrics Target Dollars 
2:l $ 

Net Benefit per customer dollar spent (net benefits/actual spending) Ratio 1,100,000 
.& > 

Community weatherization workshops 30 150,000 

Community outreach -monthly outreach to Seniors on EE (Starting Oct) 4 150,000 

Loan program -train contractors on TEP's new loan program 8 150,000 

Low Income Weatherization - 5% increase in participation over 2011 163 150,000 

Part II: Other Performance Metrics at 100% of Goal 

$ 

$ 

$ 

$ 
1,700,000 

Total New Performance Incentive for 20120 

At 80% of Goal 

At 100% of Goal 

At 120% of Goal 

Q. 
A. 

Q. 

A. 

$ 

$ 

$ 

2,627,083 

3,283,854 

3,940,625 

Is TEP currently recovering a PI? 

Yes. The 2008 Rate Case Settlement Agreement approved in Decision No. 70628 

authorized TEP to recover a PI. The approved PI structure allowed the Company to 

recover up to 10% of net benefits fiom the DSM/EE programs with a cap of 10% of 

costs, excluding costs for Low-Income Weatherization, Education and Outreach, and 

Demand Response Programs. A PI is expressly permitted by the EE Rules. 

Is it critical to have the Updated Plan and the DSMS for this plan approved on 

October 1,2012? 

Yes. In order to for the Company to have sufficient time to collect the proposed budget 

through the DSMS proposed in the Update Plan, TEP must begin collections through the 

new DSMS on October 1, 2012. An October 1, 2012 approval for proposed program 

budgets will also allow the Company to lift restrictions on existing program participation 

and begin to ramp-up new program offerings in an effort to meet the EE Rule in 201 3. 
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Q. 
4. 

Q. 
A. 

In addition, the Company, in cooperation with the State of Arizona, has been awarded a 

US. Department of Energy grant for “Smart Grid Data Access” to study the savings 

potential from installation of residential in-home displays. However as with any grant 

application there is a requirement for the Company to provide a portion of the project 

costs. In order to comply with the commitment made during the application process, TEP 

must provide a total of $677,450 in matching funds, equipment and support for the grant. 

If TEP does not receive approval of the Updated Plan by October 1 , 2012, the Company 

could be at risk of losing the grant. 

How will the Updated Plan help TEP ultimately meet the EE Standard? 

Because of the delay in the timing of the approval of the EE Plan, the Updated Plan itself 

will not result in TEP meeting the EE Standard for 2012 or 2013. However it will 

provide a better foundation to build on than maintaining the status quo until the 

conclusion of TEP’s rate case. TEP will be able to start some new programs and expand 

some existing programs. Allowing this gradual expansion will smooth the costs of 

compliance and put TEP closer on the track for narrowing the compliance gap with the 

EE Standard. 

Does this conclude your direct testimony? 

Yes. 
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EXHIBIT 

DS-1 



Tucson Electric Power 

Updated Modified Plan for TEP’s 2012-2013 EE Plan 

The changes in this updated modified plan (“Updated Plan“) are updates to the Modified 
Implementation Plan (filed January 31,2012) (“Compromise Plan’) due to anticipated timing of approval 
of the Updated Plan and subsequent program performance. The numbers in the Updated Plan are 
calculated based on an assumed implementation plan start date of October 1,2012. 

1. TEP DSM program budgets. 

In the Compromise Plan, TEP and parties agreed to reduce its 2012 proposed $24.7 million program 
budget by 25%, t o  $18.5 million. The updated modified plan would spread the $18.5 million in DSM 
program budgets over a 15 month period to  cover an assumed s tar t  date of October 1, 2012 through 
December 31,2013. Specific program budgets are shown in Table 1. 

TEP will not meet the EEES for either 2012 or 2013 under the Updated Plan and will need a waiver from 
the EEES for 2012 and 2013. 

2. 2013 Implementation Plan. 

TEP will request a waiver of filing i ts  2013 Implementation Plan as the Updated Plan will encompass 
2013. 

3. The unrecovered balance will be collected over a 15 month period. 

TEP estimates there will be an unrecovered balance as of September 30, 2012 totaling $6,1 million 
related to the period 2008 - 2011. This balance includes $3.9 million of unrecovered program costs, the 
2010 performance Incentive of $1.1 million and the 2011 performance Incentive of $1.1 million. 

4. TEP will implement an updated revised interim 2012 Performance Incentive titled “Energy 
Efficiency Shared Benefits.” 

As an interim Performance Incentive titled “Energy Efficiency Shared Benefits’’ until a replacement is 
approved in the rate case, TEP will implement a methodology similar to one suggested by SWEEP. This 
incentive includes two components, a base amount calculated as 7.0% of net benefits and an additional 
amount based on other key metrics. 

This updated proposal reduces TEP’s requested performance incentive from $7.2 million in the 
compromise plan to $3.3 million for the year 2012, with a floor of $2.6 million and a ceiling of $3.9 
million. The Energy Efficiency Shared Beneflts will be trued-up in the 2012 rate case proceeding. See 
Table 3 for details. 

April 20, 2012 



5. TEP reduces i ts  requested DSMS. 

TEP will decrease its requested DSMS from $0.003608 per kWh (in the Compromise Plan) to $0.002497 
per kWh for residential customers and t o  a 2.86% rate for all other customer classes (in the Updated 
Plan). The rate has been adjusted to reflect recovery of a 15 month timeframe. Table 2 sets forth a 
comparison of the overall budgets of the Compromise Plan and the Updated Plan. Table 4 shows the 
average incremental increases and bill impacts by customer class. These DSMS rates will remain in 
effect until changed by further order of the Commission. 

2 

April 20, 2012 



TABLE 1: TEP Program Budgets (Oct. 2012 - Dec. 2013) 

I Efficient Products 

Appliance Recycling 

Res. New Construction 

Existing Homes and Audit Direct Install 

Shade Tree 

Low Income Weatherization 

Multi-Family 

Residential Direct Load Control - Pilot 

$2,453,253 
$755,095 

$1,011,949 
$2,304,525 
$250,681 

$526,464 
$181,565 
$167,864 

Commercial Direct Load Control 

Small Business Direct Install 

Commercial New Construction 

Bid for Efficiency - Pilot 

Retro-Commissioning 

Schools Facilities 

CHP Joint Program - Pilot 

3 

J 
$1,43 1,445 
$2,044,806 
$515,702 
$388,846 
$336,493 
$170,049 
$22,000 
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TABLE 2: TEP 2012-2013 Overall Budget Comparison 

2012 Program Budget 

2013 Program Budget 

2012 - 2013 Program Budget (10/1/12 start date) (l) 

Carry Over Balance 

2010 Performance Incentive 

2011 Performance Incentive 

2012 Performance Incentive 

2013 Performance Incentive 

$18,532,606 

$18,532,606 

$18,532,606 

$5,614,113 $3,861,556 

$1,114,648 $1,114,648 

$1,101,749 $1,101,749 

$7,246,379 $3,283,854 

$7,246,379 TBD in Rate Case 

2012-2013 Forecasted MWh (22 months) 16,461,914 

2012-2013 Forecasted MWh (15 months) 11,170,724 

Residential Tariff (per kWh) $0.003608 $0.002497 

Non-Residential Tariff 4.19% 2.86% 
(1) TEP estimates it will spend $6.2 million on DSM programs from January 2012 through September 2013. This expense 
will be covered by the collection of the existing DSMS through September 2013 

4 
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TABLE 3: Interim Performance Incentive 

Energy Efficiency Shared Benefits 
DSM Program Year 2012 

~ 

Part I - Base Performance Incentive 
2012 DSM Costs $11,040,296 

2012 Net Benefits $22,626,485 

Shared Savings 7% 

Part I - Base Energy Efficiency Shared Benefits (net benefits times 7.0%) $1,583,854 

Part II - Other Performance Metrics Target Dollars 

Net Benefit per customer dollar spent (net beneflts/actual spending) 2 9  ratio $1,100,000 

Community weatherization workshops 30 $150,000 

Community outreach - monthly outreach to Seniors on EE (starting Oct) 4 $150,000 

Loan program -train contractors on TEP’s new loan program 8 $150,000 

163 $150,000 

Part 11: Other Performance Metrics at 100% of Goal 

Total New Performance Incentive for 2012 
A t  80% of Goal 
A t  100% of Goal 
A t  120% of Goal 

$1,700,000 

$2,627,083 

$3,940,625 
$3,283,854 

TABLE 4 Average Bi l l  Impact 

Current DSMS Proposed DSMS Dollar Increase Total Bill % Increase 
Residential $1.10 $2.20 $1.10 1.17% 
Small Commercial $5.37 $13.60 $8.23 1.71% 
Large Commercial $200 $460 $260 1.60% 
Industrial $1,874 $3,393 $1,519 1.26% 

5 
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I. 

Q. 
A. 

Q. 

A. 

Q. 

A. 

Q. 
A. 

INTRODUCTION. 

Please state your name and address. 

My name is Denise A. Smith. My business address is 88 E. Broadway Blvd., Tucson, 

Arizona 85702. 

Are you the same Denise Smith that previously submitted Direct Testimony on behalf 

of Tucson Electric Power Company (“TEP” or “Company”) in this Docket? 

Yes. 

Have you reviewed the Direct Testimonies filed by the Utilities Division (“Staff”) of 

the Arizona Corporation Commission (“Commission”), the Residential Utility 

Consumer Office (“RUCO”), Southwest Energy Efficiency Project (“SWEEP”) and 

Arizonans for Electric Choice and Competition (“AECC”)? 

Yes I have. 

Please summarize your Rebuttal Testimony. 

I address concerns raised by Staff about the interim Performance Incentive (“PI”) 

included in the Updated Plan. The Company believes that the Energy Efficiency (“EE”) 

Rules expressly provide that the Commission can and should address and can modify PIS 

in connection with a proposed EE implementation plan. I also address concerns raised 

about the requested waiver regarding the filing of TEP’s 2013 EE Implementation Plan. 

1 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

11. 

Q* 

A. 

PERFORMANCE INCENTIVE. 

Staff is concerned that the Updated Plan would change the PI methodology outside 

of a rate case. Do you share this concern? 

No. Contrary to Staffs statement, Section R14-2-2411 of the EE Rules specifically 

provides for a modification of a PI in the annual Implementation Plan to encourage the 

utility to achieve the targets set by the Commission’s approved EE standard: 

“In the implementation plans required by RI 4-2-2405, an affected utility 
may propose for Commission review a performance incentive to assist in 
achieving the energy eflciency standard set forth in R14-2-2404. The 
Commission may also consider performance incentives in a general rate 
case. ’I 

The EE Rules specifically state that it is appropriate for the Commission to review the PI 

when requested by an affected utility. Further, although the EE Rules acknowledge the PI 

“may also ” be addressed in a rate case, the EE Rules do not require it nor provide that it is 

the only forum in which it can do so. It makes sense for the Commission to consider 

adjusting the PI in connection with a specific implementation plan especially when the 

Commission’s EE Rules increase annually. In doing so, for example, the Commission can 

ensure that the PI fits the approved programs thereby assisting the utility in meeting the 

increasing EE standard. Further, the Commission may want to modify a PI that is not 

effective or that is incenting the wrong behavior. Staff‘s position, if accepted, would lead 

to the odd result that the Commission would have to wait for a rate case to change the PI. 

Cleary, that is contrary to the intent of A.A.C. R14-2-2411. This case is a good example of 

why a PI should be adjusted now because the Updated Plan’s PI results in a more cost- 

effective approach that incents actual results and the Commission should not delay such 

modifications until a future rate case. 
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Q. 

A. 

Staff also has raised concerns about altering the methodology for calculation of the 

PI. Please address each concern. 

Staff has listed four concerns (at page 8 of Ms. McNeely-Kinvan’s direct testimony) 

related to altering the methodology for calculation of the PI. 

Staff Concern 1 : “The methodology significantlv increases the Performance Incentive 

at the expense of rate payers” 

TEP’s Updated Plan included the development of an Interim PI structure as a bridge 

mechanism to the end of the TEP current rate case.’ Although the Interim PI is higher, the 

total cost of the Updated Plan is significantly reduced. The Interim PI is based on the 

Company’s performance in delivering cost-effective EE programs to rate payers and 

includes two separate calculations. This type of structure is beneficial to rate payers as 

both the tiered payment structure and payment based on net benefits create an atmosphere 

that encourages the Company to deliver the most cost-effective and highly beneficial 

programs and measures at the lowest possible cost. 

Staff Concern 2: “With respect to Part I1 (the Other Performance Metrics), the pavment 

associated with Net Benefits per customer dollar spent amounts to a double recovery” 

Contrary to Staffs belief, these two performance metrics are entirely different and do not 

constitute double recovery. The percent of net benefit metric is an incentive for the utility 

to deliver EE programs that produce greater net-benefits. By comparison, the payment 

associated with net-benefits per customer dollar spent is a measurement of the efficiency of 

delivering cost-effective EE programs. 

‘ See Docket No. E-01933A-12-0291. 
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Staff is also concerned that the 2/1 ratio of net-benefits to customer dollars spent is too 

modest. In response, the Company would reiterate that the 2012 Interim PI will not begin 

until October 2012 and there will be limited time remaining in 2012 for the Company to 

direct necessary spending to even reach the 2/1 ratio prior to the end of the year. 

Staff Concern 3: “Payments associated with the other four performance metrics are not 

justified by direct, measurable, and verifiable kWh savings.” 

The whole point to the Part I1 (the Other Performance Metrics) PI is to incent additional 

items that are beneficial to the community in ways other than iust direct energy savings. 

The Company, working in collaboration with SWEEP, identified additional performance 

metrics that would provide these additional benefits. 

The Company has proposed a specified number of community weatherization workshops, 

senior outreach events, contractor training and a 5% increase in weatherized homes from 

the previous year. Because the 2012 Interim PI is not anticipated to receive approval for 

implementation until October 20 12 and considering the Holiday schedule between the date 

of approval of this plan and the end of the program year, there will be limited time 

remaining in 2012 for the Company to schedule and complete all of the events listed. 

Therefore, the proposed performance metrics constitute a ‘stretch’ goal and should be 

approved. 

Staff Concern 4: “It would be preferable to review the PI Mechanism in TEP’s rate 

case, where it can be more fully considered in coniunction with related issues.” 

This issue has already been discussed above. The Company disagrees that it would be 

preferable to address this matter in the rate case. Further delay of this issue will continue 
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Q. 

A. 

Q- 
A. 

to complicate this matter. Additionally, as previously stated, the Commission’s own EE 

Rules allow for a more timely and cost-effective solution for the adjustment of the PI. 

Staff also raises concerns about the proposed floor for the PI. Why is the 80% floor 

important to the Company? 

Staff is concerned that the Company could “receive a performance incentive that is too 

high relative to the actual energy savings achieved. ” It is important to understand that 

the Company’s proposed Interim PI creates significant incentive for the Company to 

extend efforts to achieve the ‘ceiling’ level of $3.9 million rather than limiting 

ourselves to the guaranteed floor of $2.6 million. The floor is an important element of 

the negotiated bridge mechanism designed to address the unique circumstances facing 

TEP until a lost fixed cost recovery mechanism can be implemented following the rate 

case. 

Will the Updated Plan be subject to true-up? 

Yes, the Updated Plan will be subject to true-up in the same manner as previous DSMS 

resets. This would include a true-up of the Interim PI based on actual performance. 

This will occur either as part of TEP’s 2012 rate case or the approval of a subsequent 

EE Plan, whichever is first 

5 
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III. 

Q. 

A. 

Q. 

A. 

WAIVER OF FILING 2013 EE IMPLEMENTATION PLAN. 

In light of SWEEP’S recommendation that TEP file a 2013 Implementation Plan, 

please explain why the Company requested a waiver. 

The Company requested a waiver of filing the 2013 EE Implementation Plan because of 

the delay in the timing of the approval of the 20 1 1-20 12 EE Implementation Plan and the 

aggressive cumulative standard set forth in the EE Rules. Any decision in this 

evidentiary hearing will likely not occur until September, 2012, and therefore the EE 

programs and measures that can be delivered from the date of that Order through 

December 2013 will remain identical to those filed on January 3 1, 201 1. As a result, a 

2013 EE Implementation Plan would be essentially identical to the Updated Plan as it 

relates to the already filed 201 1-2012 EE Implementation Plan. In addition, TEP has 

filed in its 2012 rate case, a new proposal for DSMEE programs that includes a three- 

year plan. It is anticipated that the rate case decision will occur in 2013 and will 

supersede any currently approved TEP EE Implementation Plan. Given these facts, the 

Company believes it is not necessary to file a separate 2013 EE Plan, and also believes 

that Staff will benefit from a reduction in the administrative burden associated with 

additional review of another Plan. Finally, the filing of yet another Implementation Plan 

in such a short period of time will provide even less certainty to customers and other 

stakeholders as to the status of TEP’s EE/DSM program. 

Please provide comment to SWEEP’S proposal that the Company prepare a filing 

proposing additional EE programs or program enhancements in a 2013 EE 

Implementation Plan. 

The Company appreciates the efforts by SWEEP to accelerate the DSWEE savings to 

meet the EE Rules however, the Company has proposed seven new programs and many 

program enhancements in its 201 1-2012 EE Implementation Plan that have not yet been 
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Q. 
A. 

approved. If the Company receives a favorable decision on the Updated Plan in this 

proceeding, the Company will begin efforts to launch these new programs and 

enhancements. The necessary infrastructure to deliver both existing and new EE programs 

has been severely compromised due to the suspension of many of the existing EE 

programs. The Company will need to rebuild the infrastructure to ramp up new programs. 

It will take many months for the Company to regain the momentum in order to launch new 

programs. The Company therefore believes it would be difficult to launch additional 

programs in 201 3. Moreover, the outcome of the new EE fhding mechanism set forth in 

TEP’s rate case must also be taken into consideration before TEP proposes new or 

enhanced programs. 

Does this conclude your testimony? 

Yes it does. 
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BEFORE THE ARIZONA CORPQMTTON COMMISSION 

COMMISSIONERS 
GARY PIERCE - CHAIRMAN 
BOB STUMP 
SANDRA D. KENNEDY 
PAUL NEWMAN 
BRENDA BURNS 

RECEiVED 

* 

lN THE MATTER OF THE APPLICATION OF 
TUCSON ELECTRIC POWER COMPANY FOR 
APPROVAL OF ITS 20 1 1-20 12 ENERGY 

) 
) 

DOCKET NO. E-01933A-1 l - O O S 5  

1 
EFFICIENCY IMPLEMENTATION PLAN. 1 

APPLICATION FOR APPROVAL OF: 

(1) ENERGY EFFICIENCY IMPLEMENTATION PLAN; 

(2) DEMAND-SIDE MANAGEMENT SURCHARGE; AND 

(3) AUTHORIZED REVENUE REQUIREMENT TRUE-UP MECHANISM 

(Expedited Review and Approval Requested by June 1,2011) 

Tucson Electric Power Company (“TEP” or “Company”), through undersigned counsel, 

and in accordance with Arizona Administrative Code R14-2-2405 and the Arizona Corporation 

Commission’s Policy Statement of Regarding Utility Disincentive to Energy Efficiency and 

Decoupled Rate Structures (the “Commission’s Policy Statement”) hereby submits for Arizona 

Corporation Commission (“Commission”) approval of its: 

(i) Energy Efficiency Implementation Plan for 201 1-2012 (“EE 

Plan”); 

(ii) Proposed Demand-Side Management (“DSM’) Surcharge 

(“DSMS”); and 

(iii) Authorized Revenue Requirement True-Up Mechanism 

(%RR.T’). 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

In support hereof, TEP states as follows: 

I. INTRODUCTION. 

Throughout the proceedings that resulted in the Energy Efficiency (“EE”) Rules, and the 

related Commission’s Policy Statement, the issue of synchronizing a lost revenue recovery 

mechanism with the implementation of the rules was deliberated. There was consistent consensus 

that (i) appropriately devised EE is in the public interest; and (ii) the standards set in the EE Rules 

could only be achieved if rates were decoupled or an alternative lost revenue mechanism was in 

place. 

Nevertheless, the EE Rules were finalized without a provision for lost revenue recovery. 

Likewise, the Commission’s Policy Statement recommended deferral of the implementation of a 

lost revenue recovery mechanism to future rate cases. 

TEP submits this application for approval of its EE Plan jointly with a lost revenue 

mechanism, the ARRT. In order to avoid confiscation of TEP’s authorized revenues, the EE Plan 

and ARRT should be implemented at the same time. The Commission’s Policy Statement 

recommendation that a lost revenue recovery mechanism be considered (and, presumably, 

ordered) in a fbture rate case will not avoid or resolve the confiscation problem for TEP as it is 

precluded from filing a rate case until July 1, 2012.’ For these reasons, the Commission should 

simultaneously implement the EE Plan and ARRT waive the EE requirements for TEP until 

such time as the ARRT (or other adequate remedy) is in place. 

11. THEEEPLAN. 

The EE Plan is designated to comply with the requirements of the electric Energy Efficiency 

Standard (“EE Standard”) in conjunction with the ARRT. As part of the EE Plan, TEP has 

included: (i) a description of how the Company intends to meet the EE Standard target for 201 1 of 

1.25% and the cumulative EE Standard target for 20 12 of 3%, as well as an estimate of the annual 

kilowatt hour (“kwh”) and kilowatt (“kW”) savings projected for each program through 2012; (ii) 

a description of existing and proposed DSM programs, their estimated total cost and cost per kWh 

Commission Decision No. 70628 (December 1,2008) 
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reduction, and how those programs comply with the requirements of the EE Standard; (iii) a tariff 

filing that complies with A.A.C. R14-2-2406(A); and (iv) a request to modify and reset the 

existing Demand Side Management Surcharge (“DSMS”) for implementation through 20 12 in 

order to ensure just and reasonable rates. 

TEP estimates that the EE Plan will require a budget of approximately $85.7 million. At 

this time, it is anticipated that the DSMS required to implement the EE Plan will be approximately 

$O.O05675/kwh, based on forecasted retail sales for the same 19 months. The average impact to a 

residential customer will be $4.99 per month.’ Key provisions of the EE Plan are summarized as 

follows: 

A. Implementation of the proposed EE Plan, DSM Surcharge and ARRT should 
be effective as of June 1,2011. 

A.A.C R14-2-2405(A) requires TEP to file its initial EE Plan within 30 days of the 

effective date of the EE Standard. A.A.C. R14-2-2405(A) also requires that subsequent plans be 

filed on June 1 of each odd year, making TEP’s next EE Plan due June 1,2013. The EE Plan is a 

2 year implementation plan. TEP believes that an initial 2 year plan provides an appropriate time 

frame for the Commission to evaluate the impact of the EE Standard and its results. 

TEP also requests that the DSMS be implemented by June 1, 201 1 so that the Company 

This expedited review and can continue its effective implementation of the EE Standard. 

implementation of the DSMS will ensure no gaps in implementation or program delivery between 

the previously approved DSM Plan and the newly filed EE Plan. 

B. Conforming existing reporting requirements in light of the reporting 
requirements contained in the EE Standard. 

Pursuant to A.A.C. R14-2-2409@), TEP requests that the reporting requirements in the EE 

Standard be found to be in compliance with the Company’s existing reporting requirements in 

Decision No. 70628 (December 1,2008). Currently, TEP is required to file its DSM surcharge on 

April 1’‘ and its semi-annual DSM reports on March lSf and September lSt of each year. The 

’ The Company’s proposed DSMS is explained more fully in the EE Plan attached hereto, and incorporated herein. 

3 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

reporting requirements contained in R14-2-2409 require that certain DSM reports be filed annually 

on March 1st and September 1’‘ respectively. In order to avoid confusion or duplicative filings, 

TEP requests that the reporting requirements set forth in A.A.C. R14-2-2409 be used and that the 

Commission find that the use of such reporting requirements by TEP is in compliance with 

Decision No. 70628. 

C. New DSM programs. 

TEP is proposing the following new Residential, Commercial, Behavioral and Support 

DSM Programs: Multi-Family, Appliance Recycling, Schools Program, Combined Heat and 

Power Pilot, Retro-Commissioning, Bid-for-Efficiency, Behavioral Comprehensive (including K- 

12 Education, Direct Canvassing, Compact Fluorescent (“CFL”) Bulb give-away, and Community 

Education), Residential Financing, and Codes and S u ~ p o r t . ~  

Enhancements to existing DSM programs. D. 

The EE Plan incorporates enhancements through modifications to the following existing DSM 

programs: Efficient Products (formerly CFL Buy-Down), C&I Comprehensive (formerly Non- 

Residential Existing Facilities), Small Business, and commercial New Construction. TEP is also 

proposing to modify its existing Low-Income Weatherization Program by modifying customer 

eligibility requirements to match the current Low-Income Home Energy Assistance Program 

(“LIHEAP”) standard of Federal Poverty Level. The modifications to these programs are set forth 

in the attached EE Plan. 

The EE Plan contemplates that the following existing programs will continue with no 

modifications: Residential New Construction, Shade Tree, Direct Load Control Pilot, Home 

Energy Reports (sub-section), Existing Homes and Audit Direct Install, C & I Direct Load 

Control, and Education and Outreach. 

E. The proposed DSMS. 

TEP is seeking approval of the proposed DSMS to recover three elements: (i) DSM 

The new DSM programs are set forth in detail in the attached hereto, and incorporated herein. 
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program costs; (ii) DSM performance incentives; and (iii) the ARTT? Specifically, the DSMS 

will collect $51.14 million in DSM program costs; $16.4 million in pre-tax DSM performance 

incentives; and $1 8.2 million in ARRT. 

F. Procedural and Administrative Modifications. 

In order to sustain participation in EE programs, the EE Plan contemplates flexibility for 

the Company to shift approved funds between programs, and modify budget line items, where 

cost-effective. This type of flexibility has proven to be valuable in the implementation plans of 

the Renewable Energy Standard. TEP is requesting that the following language be adopted in 

order approving the EE Plan: 

Accordingly, TEP will be allowed to shift up to 25% of 
approved funds from Residential to Commercial or from 
Commercial to Residential programs as deemed necessary 
based on program activity, and TEP will be allowed the 
option of increasing, up to 25%, the total Energy Efficiency 
budget where cost-effective to continue participation until 
approval of the next regularly scheduled Energy Efficiency 
Implementation plan. 

111. THE ARRT. 

The issue of synchronizing a revenue recovery mechanism with the implementation of the 

EE Rules is critical and should be resolved in this proceeding. The Commission’s Policy 

Statement accurately states “[tlhe Commission believes it is critical that utility disincentives to 

demand side management programs and energy efficiency be addressed. As stakeholders 

recognized, it is unlikely that the EES can be met without addressing financing disincentive and 

impacts to utilities’ revenues and earnings.” Commission’s Policy Statement at page 27. 

As previously stated, however, both the EE Rules and the Commission’s Policy Statement 

were finalized without providing a mechanism for lost revenue recovery. Instead, the Commission 

has stated that a company may seek redress for lost revenues due to the implementation of the EE 

Standard in the company’s next rate case. While the Commission’s recommendation on how a 

company can address the disincentives of EE may work for some companies, this recommendation 

~ ~ ~~~ ~~~ 

The ARRT is discussed herein and is detailed in Exhibit 4 attached hereto, and incorporated herein. . 
5 
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does not provide an equitable solution for those companies, like TEP, that are in a rate freeze.’ 

In TEP’s case, this inequity can be rectified through the ARRT. TEP’s ARRT is a 

straightforward mechanism which has been described in numerous Energy Efficiency workshops 

and decoupling discussions over the past two years. The ARRT recovers the revenue requirement 

associated with the incremental energy efficiency kWh savings from the EE Standard starting in 

201 1 by multiplying these savings by the applicable approved non-fuel variable rates from TEP’s 

last rate case. TEP is proposing this mechanism only remain in effect until approval of a revenue 

decoupling, or similar mechanism, in its next rate case. 

Successful implementation of cost-effective EE programs, and the resultant reduced sales 

volume, will ultimately result in a utility being unable to recover its authorized revenue 

requirement. For TEP, this is caused, in part, by its Commission-approved rate design in which 

variable energy-based (per kWh) charges are used to collect non-fuel fixed utility costs. Thus, the 

mandatory nature of complying with the EE Rules, without the concurrent ability to request for the 

recovery of the costs of those rules, will result in elimination of a portion of TEP’s authorized 

revenue requirement, which was deemed just and reasonable in Decision No. 70628. 

In order to avoid this confiscation of TEP’s authorized revenues, the EE Plan and ARRT 

should be implemented at the same time. In the alternative, the Commission should waive the EE 

requirements for TEP until such time as the ARRT (or other adequate remedy) is in place. 

IV. CONCLUSION. 

The EE Plan and the ARRT are designed to comply with the Commission’s EE Rules and 

to provide a framework for future compliance. The Company’s approach set forth herein is 

prudent as it seeks to comply with the EE Rules in a way that benefits TEP customers and 

maintains its financial integrity. Accordingly, for all the forgoing reasons, TEP respectfully 

requests that the Commission issue an order in this case: 

In TEP’s case, rates are frozen until July 1,2012 (Decision No. 70628). A decoupling or other mechanism could not 
be implemented until July 2013 at the earliest, leaving the Company with no recovery of lost revenues for the first 5% 
of the EE Standard. 
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1. 

2. 

3. 

4. 

5.  

6. 

7. 

8. 

Approving the EE Plan; 

c 

Finding that compliance with the reporting requirements se. forth in A.A.C. R14-2- 

2409 should be used and are in compliance with the requirements of Decision No. 

70628 (December 1,2008); 

Approving the DSMS; 

Approving the ARRT; 

Approving the proposed performance incentives; 

Setting the effective date of the EE Plan, ARRT and DSMS as of June 1,20 1 1 ; 

In the alternative, if the Commission does not approve the ARRT, then granting 

TEP a waiver of the EE Rules until such time as the ARRT (or other adequate 

remedy) is in place; and 

For and such other relief as the Commission deems appropriate and in the public 

interest at this time. 

RESPECTFULLY SUBMITTED this 3 lSf day of January 201 1. 

Tucson Electric Power Company 

Bv .’ 
Michael W. Patten 
One Arizona Center 
400 East Van Buren Street, Suite 800 
Phoenix, Arizona 85004 

and 

Phillip J. Dion 
Melody Gilkey 
Tucson Electric Power Company 
One South Church Avenue, Suite 200 
Tucson, Arizona 85701 

Attorneys for Tucson Electric Power Company 
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Driginal and 13 copies of the foregoing 
iled this 3 lSt day of January 201 1 with: 

Docket Control 
kizona Corporation Commission 
1200 West Washington Street 
?hoenix, Arizona 85007 

2opy of the foregoing hand-deliveredmailed 
his 3lSt day of J a n w  201 1 to: 

2 y n  A. Farmer, Esq. 
3hief Administrative Law Judge 
4rizona Corporation Commission 
1200 West Washington Street 
?hoenix, Arizona 85007 

Janice Alward, Esq. 
Chief Counsel, Legal Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Steve Olea 
Director, Utilities Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Terri Ford 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
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TEP 201 1-2012 Electric Energy Efficiency Implementation Plan 

Tucson Electric Power Company (“TEP” or “Company”) is pleased to present its 201 1-2012 Energy 
Efficiency Implementation Plan (“EE Plan”) for Arizona Corporation Commission (“Commission”) 
approval, in compliance with Arizona Administrative Code R14-2-2405. As part of its EE Plan, TEP has 
included a description of how the Company intends to meet the 201 1 Electric Energy Efficiency Standard 
(“EE Standard” or “EEESyy) of 1.25% and the cumulative 2012 EE Standard of 3%, as well as an estimate 
of the annual kilowatt hour (“kwh”) and kilowatt (“kW’) savings projected for each program through 
2012. 

TEP’s EE Plan also contains a description of existing and proposed Demand-Side Management (“DSM’) 
programs, their estimated total cost and cost per k W h  reduction, and how those programs contribute to the 
Company’s 201 1-2012 EE savings goals. TEP has included a tariff filing that complies with A.A.C. R14- 
2-2406(A) and a request to modify and reset the existing adjustment mechanism for implementation 
through 2012 in order to ensure just and reasonable rates. 

TEP estimates a 201 1-2012 EE Plan Budget total of approximately $85.7 million. Additional details and 
the elements of the Company’s proposed Demand-Side Management Surcharge (“DSMS”) for June 1, 
201 1 through December 31, 2012 can be found in the attached Exhibit 3. At this time, it is anticipated 
that the incremental increase in the DSMS required to implement the 2011-2012 EE Plan will be 
approximately $0.005675/kWh based on forecasted retail sales for the same 19 months.’ The average 
impact to a residential customer will be $4.99 per month. Budget details as well as a summary of 
portfoiio savings, net benefits, and benefit-cost results appear in Table 1-1. 

1 

As part of TEPs EE Plan, the Company is seeking approval of the following new Residential, 
Commercial, Behavioral and Support Programs: Multi-Family, Appliance Recycling, Schools Program, 
Combined Heat and Power Pilot, Retro-Commissioning, B id-for-Efficiency, Behavioral Comprehensive 
(including K- 12 education, direct canvassing, compact fluorescent bulb give away, and community 
education), Residential Financing, and Codes and Support. The full details of each program, including 
each program’s budget, can be found in the attached appendices. 

TEP is also seeking enhancements through the addition of new measures to the following existing DSM 
programs (full details and budgets appear in the attached appendices): Efficient Products (formerly CFL 
Buy-Down), Commercial and Industrial (“C&I”) Comprehensive (formerly Non-Residential Existing 
Facilities), Small Business, and Commercial New Construction. TEP is also proposing to modify its 
existing Low-Income Weatherization Program by modifying customer eligibility requirements to match 
the current Low-Income Home Energy Assistance Program (“LMEAP”) standard of Federal Poverty 
Level. 

’ TEP‘s existing DSMS of $0.001249 will remain in effect through May 3 1,201 1.  
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TEP 201 1-2012 Electric Energy Jhciency Implementation Plan 

TEP plans to continue administering the following existing programs with no modifications: Residential 
New Construction, Shade Tree, Direct Load Control Pilot, Home Energy Reports (sub-section), Existing 
Homes and Audit Direct Install, C&I Direct Load Control, and Education and Outreach. TEP’s proposed 
portfolio of new and expanded programs is projected to meet the 201 1 goal of 1.25% of previous year 
retail sales and the 2012 cumulative goal of 3%. Program planning also accounts for delays in program 
approval and start-up. 

In addition to programmatic changes, TEP is seeking approval of its proposed DSM Surcharge to recover 
three elements: (i) DSM program costs; (ii) after tax DSM performance incentives; and (iii) Authorized 
Revenue Requirement True-up (“ARRT”). Specifically, TEP is requesting approval to collect $5 1.1 
million in DSM program costs for 2011-2012, a $16.4 million pre-tax DSM performance incentive for 
201 1-2012, and $18.2 million in ARRT for 201 1-2012. TEP is aISo seeking appr6iart5 S h B  apvoved 
EE Plan funds between programs, and to moderately increase the budgets outlined in the 201 1-2012 EE 
Plan where it would be cost-effective to do so. 

As explained in the attached EE Plan and appendices, TEP’s 201 1-2012 EE Plan contains new programs, 
enhancements to existing programs, and continued implementation of already successful programs. TEP 
respectfully requests approval of these programs and their budgets, as well as implementation of the 
ARRT. TEP believes these measures are prudent and necessary to the successful implementation of the 
EEE Standard and are in the public interest. 
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TEP 20 1 1-20 12 Electric Energy Efficiency Implementation Plan 

The following EE Plan presents a detailed overview of the proposed electric energy efficiency programs 
targeted at the residential, commercial and industrial (T&I’’) sectors, as well as their associated 
implementation costs, savings, and benefit-cost results. The EE Plan presents detailed information on the 
approach, energy efficiency measures, and proposed incentive levels. 

TEP, with input from other parties such as the Southwest Energy Efficiency Project (“SWEEP”), has 
designed a comprehensive portfolio of programs to deliver electric energy and demand savings to meet 
annual DSM energy savings goals outlined in the Electric Energy Efficiency Standard. These programs 
include incentives, direct-install and buy down approaches for energy efficient products and services, 
educational and marketing approaches to raise awareness and modify behaviors, and partnerships with 
trade allies to apply as much leverage as possible to augment the rate-payer dollars invested. 

For context and reference, service territory graphics are included below. Figure 2-1 shows TEP service 
territory in the context of all Unisource Energy Corporation territories and Figure 2-2 shows greater detail 
of TEP service territory. 

Figure 2-1. Unisource Energy Service Territory 

I 
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TEP 201 1-2012 Electric Energy Efficiency Implementation Plan 

Figure 2-2. Tucson Electric Service Territory 

A. 
TEP’s high 

Implementation Plan, Goals, and Objectives 
.-level efficiency-related goals and objectives for the 201 1-2012 EEES are as follows: 

Implement only cost-effective energy efficiency programs. 

Design and implement a diverse group of programs that provide opportunities for participation 
for all customers. 

Achieve a 201 1 energy savings goal equal to 1.25% of 2010 retail-sales and a 2012 energy 
savings goal equal to 1.75% of 201 1 retail sales to achieve the cumulative 3% EE goal. 

When feasible, maximize opportunities for program coordination with other efficiency programs 
(e.g., Southwest Gas Corporation, Arizona Public Service Corporation) to yield maximum 
benefits. 

Maximize program savings at a minimum cost by striving to achieve comprehensive cost- 
effective savings opportunities. 

Provide TEP customers and contractors with web access to detailed information on all efficiency 
programs (residential and business) for electricity savings opportunities at www.tep.com. 

Expand the energy efficiency infrastructure in the state by increasing the number of available 
qualified contractors through training and certification in specific fields. 

Use trained and qualified trade allies such as electricians, W A C  contractors, builders, architects 
and engineers to transform the market for efficient technologies. 

Inform and educate customers to modify behaviors that enable them to use energy more 
efficiently. 

Page 4 of 59 
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TEP 20 1 1-20 12 Electric Energy Efficiency Implementation Plan 

B. Planning Process 
TEP’s portfolio of programs incorporates elements of the most successful energy efficiency programs 
across North America into program plans designed for the Tucson market and TEP customers in 
particular. A substantial amount of information including evaluations, program plans and potential 
studies were used to develop specific programs for TEP. TEP also used a benchmarking process to 
review the most successful energy efficiency programs from across the country, with a focus on 
successful Southwest programs to help shape the portfolio. 

C. Portfolio Risk Management 
As of December 2010, the Arizona economy remains in the midst of recovering from a severe economic 
recession. In this economic environment, TEP’s ability to convince residential and business customers to 
voluntarily take on additional debt for the installation of cost-effective measures, even with very short 
pay-back periods, will likely be challenging. TEP recognizes this challenge and has developed a portfolio 
of programs that provide opportunities for participation at multiple levels. By proposing a multi-faceted 
and broad portfolio of programs, TEP will attempt to capitalize on those sectors of the market willing to 
invest in energy efficiency regardless of the challenging economic landscape. In balance, this will allow 
us to meet aggressive regulatory efficiency goals. 

TEP used the following strategies to minimize the risks and produce the lowest cost associated with its 
portfolio of energy efficiency programs: 

Implementing primarily “tried and true” programs that have been successfully applied by other 
utilities in the Southwest and across the country. 

Implementing programs through a combination of third-party contractors and TEP staff. TEP 
designs programs on the most cost-effective basis utilizing implementation contractors where 
they provide the lowest cost per kwh and likewise utilizing TEP staff when appropriate. 

0 
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As demonstrated in Figure 3-1, TEP’s portfolio of programs can be divided into residential, commercial, 
behavioral, and support sectors with administrative functions providing support across all program areas. 
Detailed information on existing program design, measure savings, costs and other technical details are 
available in Section V through Section X and detailed information for all new programs are included in 
the appendices. 

Figure 3-1. Tucson Electric Power Portfolio of Programs 
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A. Savings, Budgets, and Benefit-Cost Results Overview 
While this plan presents a two-year portfolio of investment consistent with the requirements of the Energy 
Efficiency Standard, TEP will continue to monitor projected program funding and program participation. 
As such, we expect there may be some slight adjustments in the forecasted investment levels. 
Additionally, incentive levels and other program elements will be reviewed and modified on an annual 
basis to reflect changes in market conditions or implementation processes in order to maximize cost- 
effective savings. Such modifications will be reported in the annual reports submitted to the Commission. 

As detailed in Tables 3-1 through 3-4, TEP has developed this plan with the intent of meeting statutory 
electric savings goals as a percent of prior year sales as outlined in Energy Efficiency Standard Section 
R14-2-2404. For 201 1, TEF”s budget forecast is $23.6 million increasing to $27.5 million in 2012. 

Tahle 3-1. Summarv Costs and Savinm 

As noted in Table 3-2, the 201 1 Energy Efficiency Standard target is 1.25% savings as a percent of sales 
of the previous calendar year; for 2012 this increases to 1.75%. TEP’s proposed portfolio of new and 
expanded programs is projected to meet the 2011 and 2012 goals. TEP believes it is prudent to factor 
project fall-out and delay in approval to achieve the EEES goals. This approach will show the Company 
overachieving the EEES, but as inevitabilities take place, the Company expects to meet the EE Standard 
for both 201 1 and 2012. 

Table 3-2. Planned Savings and EE Standard Target 

Note: MWh Savings include line loss reductions created from energy reductions which are not 
included in the Authorized Revenue Requirement True-up. 

Table 3-3 provides cost and savings details per program over 201 1 and 2012 period combined. Given that 
the current behavior programs all benefit residential customers, the break down in spending between 
residential and commercial is even and in line with revenues. 
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Table 3-3. 2011-2012 Costs and Savings bv Program 
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I 

Table 3-4 provides program level detail of budgetary break downs as well as program and portfolio level 
cost effectiveness results. 

2011-2012 Total I 
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B. 2011 Portfolio Results 
This section presents a detailed review of the 201 1 projected savings and costs. As noted in the Table 3- 
5, the savings goal for 201 1 is 1.25% and the proposed portfolio is 1.67% as a percent of sales, meeting 
the required savings goals. As noted above, prudent program planning must account €or delays in 
program approval and fall-out of projects, but as inevitabilities occur, TEP expects to meet the EEES for 
201 1. 

Table 3-5. 2011 Savins Goal 

9,290,665 I 1.25%1 116,133 I 

Table 3-6 presents a detailed review of 201 1 portfolio savings, costs, and detail in terms of program level 
costs per first year and lifetime energy and demand savings. 

Table 3-6. 2011 Annual and Lifetime Portfolio Savings and Costs 
i 
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Tab1 3-7 presents 201 1 portfolio COL, by program, segmented by the amount'projected to be spent on 
incentives, program delivery, program marketing, utility program administration, evaluation costs and 
program development, analysis and reporting software. 

Table 3-7. 2011 Summary Portfolio Implementation Costs 
I 2011 I 

Table 3-8 on the following page presents a detailed explanation of activities represented in each budget 
category including incentives; program delivery; program marketing; utility program administration; 
evaluation; and program development, analysis and reporting software. 



[ncentives 

Program Delivery 

Program Marketing 

Utility Program 
Administration 

Evaluation 

Program Development, 
Analysis and Reporting 
Software 
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Table 3-8. Budget Item Definitions 

Direct customer incentives; 

Costs associated with implementing approved programs including but not 
limited to: 

0 

Development and distribution of technical consumer educational 

Field inspections and testing; 
Data entry and validation; 

0 

Travel and expenses; and 

Costs for approved customer incentives including but not limited to: 

Agency payments for low-income weatherization program 
Agency payments for shade trees; and 
Contractor payments for direct-install programs. 

Implementation contractor labor, travel and expenses; 
Testing equipment and IC Contractor database modifications; 
Energy efficiency education and technical assistance; 
Engineering analysis to support custom incentives; 

materials; 

Sales, oversight and management of programs and budgets; 
Training, technical assistance and problem resolution; 

Administration, review and recommended modifications. 
Direct program marketing costs related to marketing programs and 
increasing DSM consumer awareness as opposed to general consumer 
education including but not be limited to: 

Tracking program activity; 

Preparing data requests; 
0 Avoided costs evaluation; 

Financial monitoring and compliance. 

Agency and internal costs to develop materials; 
Production costs for radio, television, or internet ads; 
Internal labor costs to develop materials and marketing plan; and 
Costs for ad placement and reproduction and mailing. 

Internal costs for management and reporting, including but not limited to: 

Developing ACC DSM and compliance reports; 

Request for proposal (“W) and contractor selection; 
Contractor and contract management; and 

Costs for Measurement, Evaluation, and Research by an independent 
contractor including but not limited to: 

Process and impact evaluations; 
0 

0 

Identification of baseline efficiency levels and the market potential; 

Verification of installed energy efficient measures; 
Validation of reported energy savings; and 
Research into new and emerging technologies. 

Costs for program design, development and resources necessary to meet 
reporting requirements of the EE Standard - 

0 Incremental cost studies; 

Measure and program research and benefit-cost analysis; 
Codes and Standards research and analysis; 
Education and training on new technologies; 

Program design, development and analysis; 
Software for tracking and reporting to remain in compliance with EEES 
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C. 2012 Portfolio Results 
This section presents a detailed review of the 2012 projected savings and costs. TEP’s proposed portfolio 
of new and expanded programs is projected to meet the 2012 cumulative EE goal of 3% with 11 1% of 
required savings. As noted earlier, TEP expects to meet the 2012 EE goal and has accounted here for the 
inevitabilities associated with new program implementation. 

Table 3-9. 2012 Savingis Goal 

Table 3-10 presents a detailed review of 2012 portfolio savings, costs, and detail in terms of program 
level costs per first year and lifetime energy and demand savings. 

Table 3-10. 2012 Annual and Lifetime Portfolio Savings and Costs 
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Table 3-1 1 presents 201 2 portfolio costs, by program, segmented by the amount projected to be spent on 
incentives, program delivery, program marketing, utility program administration, and evaluation costs. 
Please refer to Table 3-8 for an explanation of activities included in each cost category. 

Table 3-11. 2012 Summary Portfolio Implementation Costs 
2012 1 

‘L~fehme Net Benefits are adjusted to SO. Benefits are likely to equal cosa, hawewr at this time they are not quanhfkd 

D. Review of Different Benefit-Cost Tests and Results 
As required in the Cost Effectiveness section of the EE Standard (R14-2-2412), TEP must ensure that the 
incremental benefits to society of the overall DSM portfolio exceed the incremental costs to society using 
the Societal Cost Test. For a full description of inputs to conduct a Societal Cost Test (“SCT”) please 
refer to the “BenefitKOst Analvsis of DSM Programs - A Guide for Arizona Investor Owned Utilities” 
included in Exhibit 1. This paper was developed in cooperation with Arizona Public Service Corporation 
(“APSyy) and a collaborative group of stakeholders in 2010 and presented to Commission Staff as the 
utility requested methodology for application of the SCT. For the analysis of program benefits, a 
software program we call NAVdesign was developed by Navigant Consulting, Inc. for use by TEP. 
NAVdesign applies avoided cost savings generated by each measure or program across the entire 
portfolio. Measure and program level benefit-cost-detaik are available in the appendices. 

Prorrram Development 

Program development involves selecting the technologies to include in each program as well as 
estimating participation levels and program costs. Though the DSM portfolio must be cost-effective, 
there are a number of perspectives on cost effectiveness. Some of these alternative perspectives are 
described below. 
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As 

Types of Benefit-Cost Tests 

detailed in Table 3-12, there are five major benefit-cost tests commonly utilized in the energy 
efficiency industry, each of which addresses different perspectives. The Arizona EEES established that 
the societal cost test should be used as the key perspective for judging the cost-effectiveness of the energy 
efficiency measures and programs. Regardless of which perspective is used, benefit-cost ratios greater 
than or equal to 1.0 are considered beneficial. While various perspectives are often referred to as tests, 
the following list of criteria demonstrates that decisions on program development go beyond a pass/fail 
test. 

Reduction in 
Customer's Utility Bill 1 j I x I  

Although TEP is only required to analyze its programs using the SCT, the Company evaluated the cost- 
effectiveness of its measures, programs, and overall portfolio based on all of the following standard tests. 

Utility Resource Cost Test 

The Utility Resource Cost Test ("UCT"), also referred to as the Program Administrator Test("PAT"), 
measures the net benefits of a DSM program as a resource option based on the costs and benefits incurred 
by the utility (including incentive costs) and excluding any net costs incurred by the customer 
participating in the efficiency program. The benefits are the avoided supply costs of energy and demand, 
the reduction in transmission, distribution, generation and capacity valued at marginal costs for the 
periods when there is a load reduction. The costs are the program costs incurred by the utility, the 
incentives paid to the customers, and the increased supply costs for the periods in which load is increased. 

Total Resource Cost 
The Total Resource Cost ("TRC") is a test that measures the total net resource expenditures of a DSM 
program from the point of view of the utility and its ratepayers. Resource costs include changes in supply 
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and participant costs. A DSM program that passes the TRC test (i.e., has a ratio greater than 1) is viewed 
as beneficial to the utility and its customers because the savings in electric costs outweigh the DSM costs 
incurred by the utility and its customers. 

Particimnt Cost Test 

The Participant Cost Test (“PCT”) illustrates the relative magnitude of net benefits that go to participants 
compared to net benefits achieved from other perspectives. The benefits derived from this test reflect 
reductions in a customer’s bill and energy costs plus any incentives received from the utility or third 
parties, and any tax credit. Savings are based on gross revenues. Costs are based on out-of-pocket 
expenses from participating in a program, plus any increases in the customer’s utility bill(s). 

Rate Impact Measure Test 
The Rate Impact Measure (TIM“) Test measures the change in utility energy rates resulting from 
changes in revenues and operating costs. Higher RIM test scores indicate there will be less impact on 
increasing energy rates. While the RIM results provide a guide as to which technology has more impact 
on rates, generally it is not considered a pasdfail test. Instead, the amount of rate impact is usually 
considered at a policy level. The policy level decision is whether the entire portfolio’s impact on rates is 
so detrimental that some net benefits have to be forgone. 

Societal Cost Test 

The S C T  is similar to the TRC test, but it is also intended to account for the effects of externalities (such 
as reductions in carbon dioxide (“CO;’), nitrogen oxides (“NOx”), and sulfur dioxide ((‘S02”). One 
additional difference between the TRC and the S C T  is that the SCT uses a societal discount rate in the 
analysis. The SCT is the regulated benefit cost analysis required in the EEES and TEP has provided a 
SCT that accounts for the societal discount rate. TEP is however, unable to provide a true societal test 
given the uncertain values of environmental externalities. As required by the Commission, TEP will 
work in 2011 with stakeholders to develop appropriate metrics for and to monetize the costs of water, 
SOX, PM10, and NOx emissions savings as part of the societal cost test in program filings. Until a true 
market value is available for C02,  the Company will not separately monetize this gas. In compliance with 
Commission Decision No. 72028 (December 12, 2010), TEP will re-file the societal costs with the results 
of the stakeholder meetings. Table 3-13 summarizes results of the various program level cost 
effectiveness tests. 
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I I “ _ I  Table 3-13. ” ~ - 1  Comparative I”_L^ Benefit-Cost Test Results 
I 2011 - 2012 

Table 3-14 summarizes the benefit cost ratio of the DSM portfolio using the societal cost test as well as 
showing results of several other methods of calculating cost effectiveness. 

Tahle 3-14. I)SM Portfolio Cost Effectiveness 

Page 17 of 59 



TEP 201 1-201 2 Electric Energy Efficiency Implementation Plan 

E. Environmental Benefits 
TEP estimates that implementation of the proposed portfolio will result in significant reductions in CO2, 
NOx and SO2 from fossil fuel power plant emissions over the lifetime of the installed efficiency 
measures. Table 3-15 details both annual and lifetime environmental benefits of the 201 1 .and 2012 
portfolio. 

.Table 3-15. Environmental Benefits 
I 2011-2012 Total I 
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The following section presents a summary of TEP's residential programs including new programs, 
enhancements to existing programs consistent with the requirements of Section R-14-2-2407 of Decision 
No. 71436 (December 18, 2009), and existing programs where no changes are anticipated. Detailed 
program descriptions and cost-effectiveness results for each new program are included in the appendices. 

A. Efficient Products 
TEP is requesting budget approval and approval to offer the additional measures shown in Table 4-1 
beginning in 2012. 

Program DescriDtion 

This is an existing program previously approved by the Commission in Decision No. 70383 (June 13, 
2010). The Efficient Products Program (formerly called CFL Buy-Down Program) is being re-named to 
recognize that it will serve as the delivery channel to address other efficient products beyond C a s ,  and 
rebated through the major retail channels. This program promotes the purchase of energy efficient retail 
products through in-store buy-down promotions. Starting in 2012 the promotion of energy efficient pool 
pumps, pool timers, residential LED lighting, and advanced power strips will be implemented. 

Program Objectives and Rationale 

The new measures will offer residential customers additional opportunities to reduce their energy 
consumption and further the market transformation process through retail partnerships, training of retail 
staff, and increased stocking and selection of efficient retail products. 

New Measures for 201 1-2012 
Table 4- 1 presents new measures to be rebated by the program in 201 1 and 2012. 

Table 4-1. Measure Efficiencies. Incentive Level. and Particbation. Benefit-Cost 

I Pool Pump r;mpr I no timer I PoolPumpTimers I $75lunit 1 - I 1,500 j 4.03 
n L I l L V L  I I I I i 
I 

$200/unit - I 1,500 2.08 Variable Speed Variable Spd Pool 

Residential LED 
__?o&e.!!E 

Incd/Halogen light 

Advanced Power 

Sensor 
Strips - Load standard strips $1 Olsensor 2.12 
- - - _ _  - - 

*Additional detail on measure level saving, societal benefitdcosts, and environmental benefits of both new and existing measure 
is included in Appendix J. 

TEP is not proposing any significant changes in implementation approach or delivery strategy except for 
the addition of new measures starting in 2012. Delivery channels for the new measures will continue to 
be via a combination of both buy-downs and possible mail-in rebates with participating retailers. 

Program marketing is primarily through mass-market channels (e.g., radio, newspaper, website, etc.) and 
through education and training of participating retailers. 
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Measurement, Evaluation, and Research Plan 
The Measurement, Evaluation, Research (“MER”) plan is consistent with the Company’s previously filed 
strategy; however, it will incorporate review of the new measures and delivery tactics. 

B. Appliance Recycling 
TEP is requesting budget approval for a new Appliance Recycling program in 201 1. A full program 
description and benefit-cost analysis is included in Appendix A. 

Progsam Description 

This is a new program, starting in 201 1, which will be an ongoing element of the program portfolio. The 
Program will target the removal and recycling of operable second refrigerators and freezers. An appliance 
recycling contractor wil€ provide implementation services that include verification of customer eligibility, 
scheduling of pick-up appointments, appliance pick-up, and recycling services. 

Program Objectives and Rationale 

The objective of the program is to produce long-term electric energy savings in the residential sector by 
permanently removing operable second refrigerators and freezers from the power grid and recycling them 
in an environmentally safe manner. 

New Measures for 2011-2012 
The following table presents new measures to be rebated by the program in 201 1 and 2012. 

Table 4-2. Measure Efficiencies. Incentive Level. and ParticiDation, Benefit-Cost 

2nd freezer 1 remove 2nd Freezer Recycling 

*Additional-detail on measure level Savings, societal benefitdcosts, and environmental benefits of new measures is included in 
~ __ .F!!!B?!L!!! L - % e 5 E ! . - -  

Appendix A. 

Deliverv and Marketing Strategv 

The program delivery strategy consists of a third party implementation contractor who will provide 
implementation services, including eligibility verification and scheduling of pick-ups and delivery to 
proper disposal and recycling centers. The implementation contractor will also coordinate prompt 
processing of incentive payments. 

Program marketing will be primarily through mass-market channels (e.g., radio, newspaper, website, etc.) 
and through brochures. Materials will carry a strong consumer education message and leverage the 
ENERGY STAR@ brand. The program will be marketed at retail point-of-sale to increase customer 
awareness of the program. 

Measurement. Evaluation. and Research Plan 
An overview of the MER plan for this program is included as part of the larger program design filing, 
detailed in Appendix A. 

C. Residential New Construction 
TEP is requesting budget approval to continue this program with no additional modifications. 
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Program Description 
This program is a continuation of the existing program design that was approved by Decision No. 71638 
(April 4,2010) for the “Zero Net Energy Homes” residential new construction program. The Program is 
designed with an incentive schedule that awards larger incentives for more efficient homes. To qualify 
for an incentive, homes must be tested by an approved energy rater, and meet one of the three tiers in the 
program based on a Home Energy Rating System (,‘HERSyy) Index score. On the HERS index scale, a 
score of 100 is considered the average efficiency of baseline new construction. A HERS index score of 0 
represents a home that produces all of its energy through on-site generation from renewable energy. 
Therefore, the lower the HERS score, the more efficient the home. Tier 1 requires a minimum of a HERS 
that is <= 85, Tier 2 requires a minimum of HERS <= 70, and Tier 3 requires a minimum of HERS <=45. 

Program Obiectives and Rationale 

The objectives of the residential new construction program are to advance energy efficient building 
practices through builder training, and customer awareness of the benefits of energy efficient 
construction, combined with application of and renewable technologies, such a solar photovoltaic and 
solar hot water systems consistent with achieving the goals of Arizona Renewable Portfolio Standard. 

New Measures for 201 1-2012 

No new measures in particular are anticipated for 201 1 or 2012. 

Deliverv and Marketing Strategv 

Program delivery is provided by TEP staff, and participation of independent RESNET approved home 
energy raters (“HERS”). The contractor provides outreach to targeted builders, conduct builder training on 
marketing ENERGY STAR@ homes and on the ENERGY STAR@ performance standard, and coach and 
mentor participating builders and raters. 

The program is marketed to select builders primarily through direct business-to-business contacts. The 
program is marketed to consumers at home shows, parade of homes, and other events focused on home- 
building as advertised through mass market and targeted media outlets. 

Measurement. Evaluation. and Research Plan 
The MER pian is consistent with the Company’s previously filed strategy. 

D. Existing Homes and Audit Direct Install 
TEP is requesting budget approval to continue this program with no additional modifications. 

Promam Description 

The Existing Homes and Audit Direct Install Program is a newly approved a program that replaces the 
former Residential HVAC Program. The program was approved by Decision No.72028 (December 10, 
2010). The Program is targeted to all existing homes in need of energy efficiency improvements. The 
program has two components, an initial energy audit with direct install of CFLs and advanced power 
strips, followed by identification of actionable, larger scale home energy efficiency improvements and 
referral to local Building Performance Institute (“BPI”) certified contractors to implement major home 
energy improvements such as insulation, air-sealing, W A C ,  et cetera. 

TEP plans to submit the Existing Home Program to EPA with a request to utilize EPA labeling as Home 
Performance with ENERGY STAR@. 
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Program Obiectives and Rationale 

The program achieves energy and demand savings from the installation of energy efficient measures and 
contributes toward transforming the industry to emphasize best practice building science principles. The 
program invests in training and mentorship of participating contractors to understand the “house as a 
system” building science and to achieve BPI certification. TEP has included a Residential Financing Pilot 
Program in this Plan for 20 1 1-20 12 which will be used to enhance participation in this program. 

Delivery and Marketing Strategy 

TEP provides program management oversight and marketing. A third party implementation contractor 
will be responsible for recruitment, training, and mentorship of participating contractors and trained 
energy auditors, data tracking, rebate processing and technical support. Auditors will provide referrals to 
BPI certified contractors and referral information will be reported to TEP. Measure installation to 
residential customers will be provided by participating independent contractors. In 201 1-201 2 program 
delivery will be coordinated with APS and Southwest Gas Corporation (“Southwest Gas”) to address 
programming overlap among the utilities. 

TEP provides program marketing and customer awareness-building through website promotion, 
community interest groups, mass-market channels (e.g. radio, newspaper, etc.), brochures and bill inserts, 
high bill inquiries, trade ally marketing efforts, contractor enrollment and training. 

Measurement, Evaluation, and Research Plan 
The MER plan is consistent with the Company’s previously filed strategy. 

E. ShadeTree 
TEP is requesting budget approval to continue this program with no additional modifications. 

Program Description 

The Shade Tree program is an ongoing element of the program portfolio, approved in Decision No. 70455 
(August 6,2008). The Program promotes energy conservation and environmental benefits by motivating 
customers to plant desert-adapted trees in targeted locations where the trees will provide shade to habited 
dwellings, thus reducing W A C  load. TEP partners with Tress for Tucson, a local non-profit 
organization that manages and administers the program. 

Program Obiectives and Rationale 

The objectives of the program are to promote the strategic planting of trees to provide shade, thereby 
reducing the cooling load of homes and associated energy usage and to educate school-age children and 
the public on the conservation and environmental benefits of planting trees. 

New Measures for 201 1-2012 
No new measures included in the program for 201 1 and 20 12. 

Delivery and Marketing Strategy 

TEP provides DSM funds for the planting of trees within the guidelines that provide kwh savings. In 
addition, funds are, and will continue to be used for the Community and the Schools tree planting projects 
that meet the planting criteria outlined for planting residential trees. TEP’s funds are leveraged with a 
significant in-kind contribution of labor, material and technical support from individuals and the 
community to make this program a success. Under TEP service territory, TEP partners with Trees for 
Tucson for program delivery. 
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Due to the popularity of the program, DSM revenues are not normally allocated for advertising and 
promotion. TEP employees currently inform customers about the program during speaking engagements 
and outreach presentations. Other efforts entail website promotion, newspaper advertising, planting and 
care brochure, presentations at schools, tree tours, and tree care workshops. 

Measurement, Evaluation, and Research Plan 
The MER plan is consistent with the Company’s previously filed strategy. 

F. Low Income Weatherization 
TEP is requesting budget approval to continue this program and approval to modify income eligibility 
from 150% of poverty level to match the poverty level set by Low-Income Home Energy Assistance 
Program (“LIHEAP”) as it may change from time to time. The current level set by LIHEAP is 200% of 
poverty level. 

Program Description 

The Low Income Program is an ongoing element of the Program Portfolio and was approved by Decision 
No. 70456 (August 6 ,  2008). The Program helps conserve energy and lower utility bills for TEP 
households with limited incomes by funding the weatherization of eligible homes. Weatherization 
measures fall into four major categories of duct repair, pressure managementhnfiltration control, attic 
insulation, and repair or replacement of non-functional or hazardous appliances. Weatherization is 
conducted in accordance with the Weatherization Assistance Program (“WAP”), a program funded by the 
U.S. Department of Energy. Household income and participation guidelines will be consistent in an on- 
going manner with current policy criteria used by the Arizona Energy Office, a division of the Arizona 
Department of Commerce. 

Program Obiectives and Rationale 

The objectives of the program are to coordinate with the Arizona Energy Office to follow approved state 
WAP rules when using funding from TEP, to lower the average household energy consumption for low- 
income customers and to increase the number of homes weatherized annually. The program funding 
provides up to $3,000 per residence for energy efficient weatherization measures, equipment replacement 
and/or repair, etc. for low-income customers within the TEP service area. Agencies are allowed to use up 
to 25% of their annual budget for Health and Safety related repairs. Agencies may request a waiver of the 
$3,000 limitation on a case-by-case basis; 

New Measures for 201 1-2012 
No new measures included in the program for 201 1 and 2012. However, TEP requests approval to adjust 
the qualifying customer income levels to consistently match those set by LIHEAP. The Current Income 
Threshold is 200% of the Federal Poverty Level. This change will benefit additional low income 
customers and streamline the process to determine eligibility by the agencies. 

Delivery and Marketing Strategy 

The program is delivered by Tucson Urban League (‘TIL”) and Pima County Community Services 
(“PCCS”), who are State-approved weatherization agencies, providing program administration, planning, 
program promotion, coordination, participant eligibility and priority, labor, materials, equipment and 
entering results into tracking software. Funding is provided to TUL and PCCS from TEP upon 
documentation of work completed. 

Due to the popularity of the program, DSM revenues are not allocated for advertising and promotion. 
Program promotion occurs mainly through community action agency partners that deliver presentations to 
community organizations, and/or by leaving information at neighborhood community and recreation 
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centers, and by responding to calls directed from TEP. TEP also provides website promotion and 
information during speaking engagements and outreach presentations. 

Measurement, Evaluation, and Research Plan 
The MER plan is consistent with the Company’s previously filed strategy. 

G. Residential Direct Load Control - Pilot 
TEP is requesting budget approval to continue this program with no additional modifications. 

Prosam Description 

The Residential Direct Load Control Program is an ongoing element of the residential portfolio approved 
in Decision No. 71846 (August 25, 2010). This two-year pilot program, scheduled to be fielded in 201 1, 
with the second year proposed as a contingency in the event that the first-year evaluation is not sufficient 
to adequately assess the functionality of the load control or communications technologies. If the pilot 
program proves to be successful, TEP plans to expand to a full program rollout. 

The Residential and Small Commercial Direct Load Control (“DLC”) Program will enable TEP to better 
manage peak demand and to mitigate system emergencies through direct load control of residential and 
small commercial central air-conditioners (“AC”). The program uses two-way communication that sends 
load control signals to equipment at the home or business and also provides interval consumption data 
back to TEP for all participants. Participants receive either 1) a free thermostat that can be programmed 
manually or remotely via the internet or 2) a load control device placed on their outdoor air conditioning 
unit. In exchange, customers permit TEP to cycle AC units or raise thermostat temperature settings for a 
limited number of hours or events per year. It is expected that TEP will call roughly 8 to 10 load control 
events each year. Customers will have the option to change thermostat settings or override cycling 
strategies during a control event. 

Promam Obiectives and Rationale 

The Residential DLC Program pilot program is intended to confirm the feasibility and effectiveness of 
direct load control of residential and small commercial air conditioners during peak hours as a cost- 
effective means to reduce peak system load. Load impact results and customer feedback gained through 
the pilot program will enable a better assessment of cost-effectiveness of DLC and inform program 
enhancements for a broader rollout. 

Delivery and Marketing: Strateyy 

The program’s delivery strategy includes a third party implementation contractor, whose responsibilities 
include: provision of load control equipment and “head-end” control software that can be used by TEP to 
call and monitor load control events, training on software and assistance in designing effective load 
control strategies, recruitment of participants, participant tracking, technology installation, marketing, and 
call centerkustomer satisfaction. 

For the pilot program, recruitment is based on specific criteria to ensure participants represent the 
population of eligible customers. Participants are required to have functioning broad band connection and 
receive a $50 incentive to each customer at the end of the 2-Year Pilot for participating. Customers also 
receive an internet-enabled programmable thermostat that will be installed by a qualified contractor at no- 
cost to the customer. 

Measurement, Evaluation. and Research Plan 
The MER plan is consistent with the previously filed strategy. 
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H. Multi-Family 
TEP is requesting budget approval for a new Muli-Famly program in 20 12. A full program description 
and benefit-cost analysis is included in Appendix D. 

Promam Description 

This is a new program offering for the 2011-2012 TEP program portfolio and will target multi-family 
buildings with 5 dwelling units or greater. The Program will recruit multi-family building owners to 
participate in a direct-install campaign to install CFLs and low-flow water devices in individual units. 
Multi-family facility managers will also be referred to the Small Business Direct Install program to 
encourage measure installation for the common areas. 

Proaam Obiectives and Rationale 

The energy efficiency potential in the multifamily housing market remains largely untapped and 
represents significant efficiency potential for the TEP program portfolio. Due to various market barriers, 
such as split incentives, capital constraints, and lack of awareness, energy efficiency improvements 
typically fall far below other types of improvements on the priority list. Although the current rebate 
programs offer some opportunities for energy efficiency improvements in this market, primarily through 
the Efficient Products Program, there is not a comprehensive offering that addresses the unique needs of 
this market. Through the direct installation, and renovatiodrehabilitation implementation framework, this 
program seeks to fill this important gap in the TEP program portfolio and provide substantial energy 
savings. 

The objectives of the program are to reduce peak demand and overall energy consumption in the 
multifamily housing market segment; to promote energy efficiency retrofits of both dwelling units and 
common areas in this market segment; and to increase overall awareness about the importance and 
benefits of energy efficiency improvements to the landlord and property ownership community 

New Measures for 2011-2012 
Table 4-3 presents new measures to be rebated by the program in 201 1 and 2012. 

Table 4-3. Measure Efficiencies. Incentive Level. and ParticiDation. Benefit-Cost 

1.5 GPM $Yfaucet - 62_5 I f, 
Low Flow 

Showerheads - 

2.2 GPM 
*Additional detail on measure level savings, societal benefitdcosts, and environmental benefits of new measures is included in 
Appendix D. 

Delivery and Marketing Strategy 

In order to encourage energy efficiency upgrades in new construction, major renovation and rehabilitation 
projects, as well as, energy efficiency retrofits of existing structures, the program will initially offer the 
following delivery tracks: 

0 A direct installation of selected low cost energy efficiency improvements in existing complexes. 
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0 Common area energy efficiency improvements in existing complexes will be handled through the 
Small Business Direct Install Existing Facilities Program. 

As the program develops and matures, TEP will examine a third track for encouraging more 
comprehensive dwelling unit energy efficiency improvements in existing complexes that are not part of 
major renovationhehabilitation projects. 

Marketing and communications strategies will include notifying apartment managers and owners through 
updates to website, local newspapers and radio, bill messages and bill inserts, training seminars, call 
center on-hold messages, direct mail promotion, outreach to rental housing industry associations, and 
work with contractors and industry specialists. A primary emphasis will be placed on larger and older, 
less efficient complexes. 

Measurement, Evaluation. and Research Plan 
An overview of the MER plan for this program is included as part of the larger program design filing, 
detailed in Appendix D. 
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The following section presents a summary of TEP’s Commercial and Industrial (“C&I”) programs 
including new programs, enhancements to existing programs consistent with the requirements of Section 
R-14-2-2407 of Decision No. 71436, and existing programs where no changes are anticipated. Detailed 
program descriptions and cost-effectiveness results for each new program are included in the appendices. 

Tables 5-1 through 5-7 present the average incentive levels anticipated for the new measures. We 
specifically note that incentive levels are averaged as they represent the weighted result of the average 
incentive for a measure, which varies depending on the tons or horsepower of the equipment being 
rebated. Actual incentives implemented may vary slightly depending again on the size of the equipment 
under consideration. Overall, incentive levels are designed to not exceed 75% of incremental costs, 
except for direct-install measures which are rebated at up to 90% to 100% of incremental cost. 

A. Small Business Direct Install 
TEP is requesting budget approval to continue this program with the addition of these measures: 

0 

e 

e 

e 

0 

e 

e 

0 

e 

e 

e 

e 

e 

e 

e 

e 

Shade Screens 
Window Films 
Induction Lighting 
LED Channel Signs 
Outdoor CFL 
Reduced LPD 
T8 to T8 
Premium T8 Lighting 
Beverage Controls 
Snack Ctrls (“vending miser”) 
Refrigerated Display 
Automatic Door Closers 
Refrigerated Display Gaskets 
Advanced Power Strips - Occupancy Sensors 
Advanced Power Strips - Timer Plug Strip 
Advanced Power Strips - Load Sensor 

Program Description 

The Small Business Direct Install Program is an existing program that was approved by the Commission 
in Decision No. 70457 (August 6,  2008). The program offers incentives for a select group of retrofit 
(“RET”) and replace-on-bumout (“ROB”) energy efficiency measures in existing facilities. Eligible 
customers include customers who qualify for TEP’s Rate 10 - Small General Service pricing plan 
(typically an aggregate monthly demand of 200 kW or less). The program offers incentives for the 
installation of energy efficiency measures including lighting equipment and controls, HVAC equipment, 
motors and motor drives, compressed air and refrigeration measures. 

Program Ob-iectives and Rationale 

The Small Business Direct Install program is designed to address the barriers to this market segment, 
including limited investment capital, limited awareness of energy cost savings, and required short-term 
payback. The program’s purpose is to persuade small business customers to install high-efficiency 
equipment at their facilities and encourage contractors to promote the program. 
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New Measures for 201 1-2012 
The following table presents new measures to be rebated by the program in 201 1 and 2012. 

Table 5-1. Measure Efficiencies. Incentive Level. and Particination. Benefit-Cost 

Window Films no film $2lsq ft 1,000 i 1,000 I 4.51 shading i 
coeff: 0.578 1 9 

_I 

96W i I ! 

Induction Lighting 

Outdoor CFL 

miser”) 
Refrigerated Display 
Automatic Door 

Strips - Occupancy 

*Additional detail on measure level savings, societal benefitdcosts, and environmental benefits, of both new and existing - 
measures is included in Appendix J. 

Delivery and Marketing Strategy 

The program is operated as an “up-stream” market program, meaning incentives are offered to pre- 
qualified contractors that can provide turn-key installation services to customers. These measures are 
intended to reduce the measure payback to one year or less. The program also includes consumer and 
trade ally educational and promotional pieces designed to provide decision makers in the small business 
market with the information necessary to make informed choices (and increase awareness). 

The marketing strategy includes education seminars tailored to the small business market, major media 
advertising, website promotion, outreach and presentations at professional and community forums, and 
direct outreach to customers with monthly demands of 200 kW or less. 

Measurement, Evaluation, and Research Plan 

The MER plan is consistent with the Company’s previously filed strategy. 
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B. C&I Comprehensive 
TEP is requesting budget approval to continue the program and approval of these additional measures: 

e 

e 

e 

e 

e 

0 

e 

e 

e 

b 

e 

0 

e 

e 

b 

0 

0 

e 

b 

e 

e 

e 

e 

e 

e 

e 

e 

e 

L 

e 

Heat Pump Water Heaters - Tier 1 
CO Sensors 
C02 Sensors 
Cooling Tower Subcooling 
Economizers 
High Perf Glazing 
PTAC/PTHF' 
Shade Screens 
Window Films 
EMS - Lighting Schedule 
Induction Lighting 
LED Channel Signs 
LED Pedestrian Signals 
LED Traffic Lights 
LED Street and Parking Lights 
Outdoor CFL 
T8 to T8 
Green Motor Rewind 
Beverage Ctrls ("vending miser") 
Snack Ctrls ("vending miser") 
Efficient Compressors 
Efficient Condensers 
Floating Head Pressure Controls 
Refrigerated Display Automatic Door Closers 
Refrigerated Display Gaskets 
Coin Operated Washers - Tier 1 (Existing) 
Coin Operated Washers - Tier 2 (Existing) 
Advanced Power Strips - Occupancy Sensors 
Advanced Power Strips - Timer Plug Strip 
Advanced Power Strips - Load Sensor 

Program Description 

The C&I Comprehensive Program is an existing program, approved previously by the Commission in 
Decision No. 70403 (July 3, 2008) under the name of Non-Residential Existing Facilities Program. The 
Program provides prescriptive incentives to large commercial customers who are under TEP's Rate 13 
and Rate 14 pricing plans (typically an aggregate monthly demand exceeding 200 kw) for the installation 
of energy-efficiency measures including lighting equipment and controls, HVAC equipment, motors and 
motor drives, compressed air and refrigeration measures. Prescriptive incentives are offered for a 
schedule of measures in each of these categories. Customers can also propose innovative energy 
efficiency solutions by offering a custom energy efficiency measure. 

Program Obiectives and Rationale 
The C&I Comprehensive Program is designed to address the barriers to this market segment, including 
limited awareness and lack of knowledge about the benefits and cost of energy efficiency improvements, 
performance uncertainty associated with energy efficiency projects and the required short-term payback. 
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The program's purpose is to persuade large business customers to install high-efficiency equipment at 
their facilities and encourage contractors to promote the program and provide turn-key installation 
services to small business customers. 

New Measures and Program Enhancements for 201 1-2012 

Table 5-2 presents new measures to be rebated by the program in 201 1 and 2012. 

Cooling Tower 

Economizers - 

Premium T8 
Outdoor CFL _ . . - - _ _ _ _ _ _ ~  

Automatic Door 
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Washers - Tier 2 

Advanced Power 
1.61 

----- 

-- (Existing;) 

+---- I_ 

9.22 

3.07 

Advanced Power 

~ I I  

Advanced Power 

*Additional detail on measure level savings, societal benefits/costs, and environmental benefits of both new and existing 
measures is included in Appendix J. 

TEP is requesting to change the custom incentive to 75% of the incremental costs (currently at 50%), to 
12 cents per kwh (currently at 10 cents per kwh). This would align the custom incentives with other 
incentive available to C&I customers. This step is necessary to move the markets to other non-traditional 
measures that provide deeper saving to meet the future energy efficiency standard. 

Delivery and Marketing Strategy 

The program is delivered by a third party implementation contractor who provides program 
administration, application review, participation tracking and reporting, project quality control, and 
technical support. 

In addition to the implementation contractor, key partnering relationships and marketing outreach include: 
the local architectural and engineering community, electrical, mechanical and building contractors, 
equipment manufacturers, distributors and vendors, professional and trade service associations, and the 
Arizona Energy Office. Marketing also includes consumer educational and promotional pieces designed 
to assist facility operators and decision makers with the information necessary to improve the energy 
efficiency of their facilities. 

Measurement. Evaluation. and Research Plan 
The MER plan is consistent with the Company’s previously filed strategy. 

C. C&I Direct Load Control 
TEP is requesting budget approval to continue this program with no additional modifications. 

Program Description 

The C&I Direct Load Control Program is an existing program, approved previously by the Commission 
in Decision No. 71787 (July 12, 2010). This is a commercial and industrial load curtailment program. 
Customers will be compensated with incentives for their participation at negotiated levels that will vary 
depending on multiple factors including the size of the facility, amount of kW under load control, and the 
frequency with which the resource can be utilized. 

Program Objectives and Rationale 

Commercial and industrial load represents a total of approximately 22% of system demand during peak 
hours in the late afternoon and evening during summer months. Modification of controls for chillers, 
rooftop AC units, lighting, fans, and other end uses is capable of significantly reducing power demand at 
peak times. The program anticipates enrolling enough customers to provide up to 40 MW of summer 
peak demand reduction, available for up to 80 hours per year, with a typical load control event lasting 3-4 
hours. 

In addition, the program may be used to support standard benefits of demand-response programs which 
include avoided firm capacity required to meet reserve requirements, reduced or avoided open-market 
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power purchases during periods of high energy prices, and greater grid stability and reduction in outages 
due to reduced grid demand. 

Deliverv and Marketing Strategy 

The program will be delivered on a turn-key basis by a third-party implementation contractor, who will 
negotiate load reduction agreements with multiple customers and “aggregate” these customers to provide 
TEP a confirmed and guaranteed load reduction capacity available upon request. It is anticipated that the 
contract between TEP and the demand response (“DR’) aggregator will be similar to a power purchase 
agreement in that the contracted party will be obligated to provide megawatts of load curtailment while 
maintaining a degree of flexibility in how the curtailments are achieved. 

Recruitment will be targeted to help ensure that customers invited to participate are able to provide 
reliable and significant load control reductions. Consequently, it is not anticipated that mass media, such 
as radio and television will be used. Rather, the DR aggregator will conduct direct marketing according to 
an approach approved by TEP for purposes of ensuring a consistent message with TEP’s public 
communications. 

Measurement. Evaluation, and Research Plan 

The MER plan is consistent with the Company’s previously filed strategy. 

D. Bid for Efficiency - Pilot 
TEP is requesting budget approval for a new Bid for Efficiency (“BFE”) program in 201 1. A full 
program description and benefit-cost analysis is included in Appendix E. 

Promam DescriDtion 

TEP proposes to implement the program as a pilot during the 201 1 through 201 3 timeframe. Pilot results 
will be evaluated in 2013. If the market response and measure savings indicate the program is cost 
effective, TEF’ will include the full program offering in its 2014 EE Plan. 

The Bid for Efficiency Pilot Program is designed to take an innovative approach to energy efficiency by 
using elements of competition and the potential for high rewards to enhance customer interest. The BFE 
concept involves creating a pool of funds that are bid on through unique proposals which include costs, 
savings and incentives that are unique to that project. TEP selects winning applicants based on specified 
criteria. The BFE concept is an innovative approach that is being successfully deployed in other 
jurisdictions. There are several market specific conditions that will determine the effectiveness for TEP 
and so TEP is proposing the BFE as a two year pilot program. 

BFE participants and project sponsors may include commercial customers, ESCOs or other aggregators 
who organize proposals that involve multiple sites. The Pilot addresses customer market barriers such as 
small savings levels at multiple sites, longer payback periods and organizing implementation contractors 
and it offers a simplified application process. Results will be verified through Measurement and 
Verification (“M&V”) activity. 

Promam Obiectives and Rationale 

BFE encourages customers and project sponsors to think creatively and to develop projects designed to 
optimize system energy use rather than considering the energy usage of each individual piece of 
equipment. The program will foster customer-driven project activity (e.g., customers will select 
appropriate measures and professionals to implement measures), and will encourage the implementation 
of comprehensive, multi-measure projects. 
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4 ' $60,000/ 
j customer Bid for Efficiency I Baseline building 1 Bid projects 

New Measures for 201 1-2012 

6 3.16 

Table 5-3 presents new measures to be rebated by the program in 201 1 and 2012. 

Deliverv and Marketing Strategy 

The program will be delivered through an implementation contractor. TEP will promote the Bid for 
Efficiency Pilot Program through direct promotion to key customers and aggregators. Particular emphasis 
will be paid to key market sectors that have historically been difficult to reach such as grocery and 
convenience stores. TEP, and/or its implementation contractor, also may conduct informational meetings 
with potential participants and project sponsors to explain the program rules and encourage participation. 

Measurement, Evaluation, and Research Plan 
An overview of the MER plan for this program is included as part of the larger program design filing, 
detailed in Appendix E. 

E. Commercial New Construction 
TEP is requesting budget approval to continue this program and approval to add high performance 
glazing to this measure. 

Prorrram DescriDtion 

The Efficient Commercial Building Design Program is being re-branded as the Commercial New 
Construction Program. It is an existing program, approved previously by the Commission in Decision 
No. 70459 (August 6, 2008). The program is intended to assist customers in designing and constructing 
energy efficient buildings. It is a performance based program that includes design assistance for the 
design team, performance based incentives for the building owner/developer, and energy design 
information resources. Design assistance involves efforts to integrate energy-efficiency into a customer's 
building plan to influence equipmenthystems selection and specifications as early in the design process as 
possible. The performance based incentives for the building owner/developer is based on improved 
efficiency compared to a baseline design. The building's energy use is modeled against code based 
standards to determine projected energy savings. Rebate amounts are based on the estimated energy 
savings over a one year period. 

The program also provides consumer educational and promotional pieces designed to assist building 
owners/developers with the information necessary to understand various energy efficiency options, 
encourage them to explore these options with their design professionals as early in the design process as 
possible, and improve the efficacy while reducing the energy use of their buildings. 

Program Objectives and Rationale 
The primary goal of the program is to encourage more energy efficient new building design for new non- 
residential projects in TEP's service area. This objective is reached through providing incentives to 
building owners/developers to design and build more energy efficient buildings and offering assistance to 
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design teams to offset the additional cost and time of exploring more energy efficient design. The 
program helps overcome market barriers, such as increased upfront cost of an integrated design approach, 
lack of awareness and knowledge about the benefits, and the cost and the performance of energy efficient 
measures. It encourages building ownerddevelopers and the design community to consider energy 
efficiency options as early in the design process as possible. 

New Measures for 2011-2012 

Table 5-4 presents new measures to be rebated by the program in 201 1 and 2012. 

HighPerf I .27] $l/sq ft 2.08 Standard window 1 sHGc = 
_____-___ __ - __ --&?G!!%----- ~ _ - _  -_____ ___”  x____.I____._ __I_ ____ 

*Additional detail on measure level savings, societal benefitdcosts, and environmental benefits of measures is included in 
Appendix J. 

Deliverv and Marketing Strategy 

There are no significant changes in implementation approach, delivery or marketing strategy for the items 
in this program. 

Measurement. Evaluation, and Research Plan 
The MER plan is consistent with the previously filed strategy. 

F. Combined Heat and Power - Pilot 
TEP is requesting budget approval for a new Combined Heat and Power Pilot program in 201 1. A full 
program description and benefit-cost analysis is included in Appendix I. 

Promam Description 

The TEP Distributed Generation Pilot Program is a proposed Joint Utility Program to be implemented in 
cooperation with Southwest Gas. Distributed Generation (“DG’) is defined in A.A.C. R14-2-2401 as 
“the production of electricity on the customer’s side of the meter, for use by the customer, through a 
process such as CHP.” R14-2-2401 goes on to define C W  as “combined heat and power, which is using 
a primary energy source to simultaneously produce electrical energy and useful heat.” TFiP proposes this 
program as a pilot to assist in developing methods and procedures for future joint utility programs with 
Southwest Gas or other utilities. 

TEP proposes to provide support for the existing Southwest Gas DG Program (Decision No. 
69917 (September 27, 2007)) by sharing costs for marketing and outreach, training, and design. 
Specifically, TEP would pay up to 10% of the design costs for a CHP installation. This design 
assistance would only apply to installed projects. 

TEP will cooperate with Southwest Gas on marketing and outreach strategy to maximize 
marketing and outreach expenses. 

TEP proposes a 2011 budget of $74,800 for marketing and outreach, training, and design 
assistance for the Program. 

0 

0 
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Program Obiectives and Rationale 

The primary goal of the program is to provide support for the existing Southwest Gas DG program, and 
specifically for CHP projects. The market potential for CHP is substantial and could contribute 
significantly to energy conservation in Arizona, and could accrue significant societal and customer 
benefits as well. CHP is an affordable, clean, and reliable piece of the puzzle for meeting Arizona’s 
energy needs and should be considered a key component to economic strategies. 

New Measures for 201 1-2012 

Table 5-5 presents new measures to be rebated by the program in 201 1 and 2012. 

I !  U.J i ! to Payhcentive 1 2E!pOwer 1 -__._.----I i ~ ....... ” L ” ~ .I ” -I-.-..__-.-..--” _. 
*Additional detail on measure level savings, societal benefitslcosts, and environmental benefits of new measures is included in 
Appendix I. 

Delivery and Marketing Strategy 

Program delivery, incentives, and administration, as well as the marketing and communications strategy 
will be provided by Southwest Gas through its DG Program. TEP will assist with marketing and 
outreach, design assistance, and interconnection design expertise. TEP will assign an in-house program 
manager to coordinate joint program delivery with Southwest Gas. 

Measurement, Evaluation, and Research Plan 
An overview of the MER plan for this program is included as part of the larger program design filing, 
detailed in Appendix I. 

G. School Facilities 
TEP is requesting budget approval for a new School Facilities program in 2012. A full program 
description and benefitcost analysis is included in Appendix G. - 

Program DescriDtion 

The TEP School Facilities Program is a new program open to participation by all existing school facilities 
in the TEP service territory, including charter schools, beginning in 2012. The proposed program will 
utilize the same delivery method and pay incentives for the same DSM measures as the existing TEP 
Small Business Direct Install and TEP C&I Comprehensive Programs, but with a separate budget 
reserved for schools. Incentives for the program will be paid at a higher level than for the Efficiency 
Program. 

0 The program will offer incentives for a select group of retrofit and replace-on-burnout (“ROB”) 
energy efficiency measures in existing school facilities. The efficiency measures offered include 
high-efficiency lighting equipment upgrades, high-efficiency HVAC equipment, lighting 
controls, programmable thermostats, and selected refrigeration measures. 

The direct install component will utilize an on-line proposal generation and project tracking 
application to reduce the transaction costs. Proposed incentives for DSM measures are identical 
to the incentive structure in the TEP Small Business Direct Install and TEP C&I Comprehensive 
Programs; however TEP proposes to pay up to 100% of incremental costs for schools. The 
Program will have a separate incentive budget of $83,787 starting in 2012 which is reserved 

0 
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-_ 
14 SEER Packaged 

exclusively for school use. If schools oversubscribe the budget, they will be allowed to request 
participation in the TEP Small Business Direct Install Program which only pays up to 85% of 
incremental cost. 

Promam Obiectives and Rationale 
The primary goal of the program is to encourage schools in TEP's service territory to install energy 
efficiency measures in existing facilities. More specifically, the program is designed to: 

0 Encourage schools to install high-efficiency lighting equipment and controls, W A C  equipment, 
and energy-efficient refrigeration system retrofits in their facilities. 

Encourage contractors to promote the program and provide turn-key installation services to 
schools .- - ~- - _ _  . - 

Assure that the participation process is clear, easy to understand and simple. 

Increase the awareness and knowledge of school facility managers and other decision-makers on 
the benefits of high-efficiency equipment and systems. 

0 

0 

0 

Since 2008, participation by schools in the TEP Small Business Direct Install and TEP C&I 
Comprehensive programs has been modest. In order to increase participation in energy efficiency retro- 
fits by schools, TEP has developed this program, which proposes to fund up to 100% of installed costs 
while engaging the contractor community to provide turn-key services. This is a 15% increase from the 
85% allowed in the TEP Small Business Direct Install Program. The Schools Program will follow the 
design of the TEP Small Business Direct Install Program because the direct-install concept has a proven 
track record of high participation and cost-effective life cycle savings for hard-to-reach markets, including 
schools. 

New Measures for 2011-2012 

Table 5-6 presents new measures to be rebated by the program in 2012. 

~ ~ ~ !r __..I ~ ~ ~ 

SEER 13 SEER 14 1 $438/unit 

SEER 13 ~ SEER 15 $878/unit'- ~ 1 
SEER 13 

14 SEER Packaged 
~ -..i 

- 
i 
I 

SEER 15 j $878/unit 

i 
_._.__.--I---.- ~ I ~ i 

and Split Air SEER 13 I SEER 16 I $1,319/unit 

16 SEER Packaged 

no screens 
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Window Films 
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*Additional detail on measure level savings, societal benefitdcosts, and environmental benefits of measures is included 
Appendix G. 

Delivery and Marketing Strategv 

TEP will assign an in-house program manager to oversee the program, provide guidance on program 
activities consistent with TEP's goals and customer service requirements, and provide a contact point for 
schools that are interested in or have concerns about the program. The implementation contractor will be 
responsible for application and incentive processing, monitoring the activities of the installing contractors, 
participation tracking and reporting, and overall quality control and management of the delivery process. 

The marketing and communications strategy will be designed to inform schools of the availability and 
benefits of the program and how they can participate. The strategy will include specific outreach to 
schools and to contractors who typically do retrofits in schools. An important part of the marketing plan 
will be content and functionality on the TEP website, which will direct schools to information about the 
Program. 

Measurement, Evaluation. and Research Plan 
An overview of the MER plan for this program is included as part of the larger program design filing, 
detailed in Appendix G. 
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H. Retro-Commissioning 
TEP is requesting budget approval for a new Retro-Commissioning (“RCx”) program in 2012. A full 
program description and benefit-cost analysis is included in Appendix F. 

Prorzram Description 
The Retro-Commissioning program would use a systematic approach to identify building equipment and 
processes that are not achieving optimal performance or results in existing facilities. Eligible program 
applicants will receive free screening energy audits. Participants will also receive training to ensure 
proper operating and maintenance practices over time. 

Program Objectives and Rationale 

The program seeks to generate significant savings for DSM portfolio objectives by tapping into energy 
savings opportunities in existing commercial and industrial facilities. The program will deliver customer 
benefits by lowering energy bills and improving building performance and occupant comfort while 
reducing maintenance calls. The program will also facilitate the development of an RCx contractor pool, 
and will enable TEP to develop relationships with commercial and industrial customers leading to other 
areas of participation in TEP’s portfolio of DSM programs. RCx programs in other utility service 
territories have been shown to deliver average facility savings in the range of 5-15% per facility, and 
measures implemented as a result of program activity typically pay for themselves in savings in less than 
two years. 

New Measures for 201 1-2012 
Table 5-7 presents new measures to be rebated by the program in 201 1 and 2012. 

Table 5-7. Measure Efficiencies. Incentive Level. and Particbation. Benefit-Cost 

4.3 
1 

*Additional detail on measure level savings, societal benefitdcosts, and environmental benefits is included in Appendix F. 

Delivery and Marketing Strategy 

The program will be marketed using traditional forms of media (print, web, newsletters, etc.), as well as 
targeted direct mail and outreach to engineering and trade associations. TEP and the implementation 
contractor will also reach out directly to contractors who currently are, or could be, practicing in this area. 
The TEP website will also be updated to include information and links for participation in this initiative. 
Account managers will also be called upon to reach out to larger customers to encourage participation. 

Measurement. Evaluation. and Research Plan 

An overview of the MER plan for this program is included as part of the larger program design filing, 
detailed in Appendix F. 
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The following section presents a summary of TEP’s Behavioral Suite programs including new programs, 
enhancements to existing programs consistent with the requirements of Section R-14-2-2407 of Decision 
No. 71436, and existing programs where no changes are anticipated. Detailed program descriptions and 
cost-effectiveness results for each new program are included in the appendices. 

TEP is requesting budget approval for a new Behavioral Comprehensive program in 2011. A full 
program description and benefit-cost analysis is included in Appendix H. 

Prorrram Description 

The Behavioral Comprehensive program is a new program offering in the 201 1-2012 program portfolio. 
This program is meant to work in concert with TEP’s Home Energy Report program, which was filed 
with the Commission on August 25,2010. 

The Behavioral Comprehensive program is meant to address the fact that technology-based energy 
efficiency achieves only a finite amount of efficiency potential. The barriers to wider-spread 
implementation of energy efficiency are sociological not technological. Capturing full energy efficiency 
potential requires behavior change thus all energy efficiency programs need to integrate behavior change 
strategies into their DSM portfolios in order to fully realize their potential. Behavioral initiatives apply to 
all TEP customers. The focus for this effort is on behavioral change within residences. 

The types of behaviors to be influenced include: 

0 Habitual behaviors 
D Adjust thermostat setting 
)> Turn off unnecessary lights 
Small purchasing and maintenance behaviors 
)) 

>> 

)) W A C  maintenance 
0 Larger purchasing decisions 

0 

Purchase and install faucet aerators and low flow shower heads 
Purchase and install compact fluorescent light bulbs 

D 

)) 

Purchase an ENERGY STAR appliance 
Purchase higher EE heating and cooling system through participation in a TEP DSM program 

The Behavioral Comprehensive program is made up of a suite of programs that will use six delivery 
mechanisms to achieve efficiency objectives, as shown in Table 6-1. 

l____l-l_- 

2 j Behavior Comprehensive i 

---___-__-- 

-. 
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Program Objectives and Rationale 

The main objective of the behavioral programs is to provide customers with more information to allow 
them to better understand and manage their energy usage. Several approaches are being implemented and 
will be assessed to determine the effectiveness and benefits of making this information available. Some 
of the program's major objectives include: 

0 

0 

Generating significant savings for DSM portfolio objectives. 

Developing relationships with TEP customers leading to other areas of participation in TEP's 
portfolio of DSM programs. 

0 Promoting efficient building operations. 
Lowering energy bills for the consumer. 

New Measures for 201 1-2012 
Table 6-2 presents new measures to be implemented by the program in 2011 and 2012, description of 
base and high efficiency, and the schedule for implementation as noted by the year in which the initiatives 
will be rolled out. 

2 CFLS, Faucet Aerator, 
K- 12 Education 

2 CFLs, Showerhead, Faucet 

Education Kit 

"Additional detail on measure level savings, societal benefitdcosts, and environmental benefits of new measures is included in 
Appendix H. 

Delivery and Marketing Strategy 

All TEP residential customers will be eligible for this program. Delivery will be offered to various 
groups of customers as selected by TEP and those who attend events. Delivery will be made through 
implementation contractors and TEP resources. Selection of contractors will be made through a request 
for proposal process. 
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Measurement, Evaluation. and Research Plan 
overview of the MER plan for this program is included as part of the larger program design filing, 

detailed in Appendix H. 

A. Home Energy Reports 

Program Description 

TFPs  Home Energy Report Program was filed with the Commission on August 25, 2010. Assuming 
Commission approval of this program, TEP is requesting budget approval to continue the Home Energy 
Reports program with no additional modifications. The Home Energy Reports program will now join 
“Behavioral Comprehensive’’ as part of TEP’s comprehensive “Behavioral Energy Efficiency Programs” 
plan. 

The Home Energy Report program is designed to affect: (1) habitual behaviors like turning off the lights 
or adjusting the thermostat; (2) maintenance behaviors such as changing furnace filters and cleaning 
refrigerator coils; and (3) purchasing behaviors such as buying efficient light bulbs and appliances as well 
as participation in DSM programs. The program influences behavioral change in customers to reduce 
their energy consumption through targeted and comparative education and awareness of their energy 
consumption compared to others. The Home Energy Report does so through monthly or quarterly direct- 
mail reports on energy consumption and tips on how to save energy, at no cost to the customer. Making 
customers aware of their energy consumption patterns, especially in comparison with those of the other 
customers, has been shown to inspire behavioral changes toward energy efficiency. 

The pilot program will be offered to a select group of residential customers and phased in at four levels. 
TEP expects the target group of customers to be chosen based on their historical energy use (higher than 
average energy use). TEP expects this group to include customers who display an annual consumption of 
15,000 kilowatt hours (“kwh”) or more for Phase 1 (25,000 customers with a control group). In phase 2, 
first year program participation will be evaluated and the program refined according to findings, while in 
phase 3 (2”d program year), participation is planned to increase to 40,000 customers. Finally, in phase 4, 
an independent MER evaluation is planned. 

Program Objectives and Rationale 

The major objectives from this program are to: generate significant savings for DSM portfolio objectives; 
educate and empower customers to take advantage of other DSM programs; promote efficient building 
operations; and lower energy bills for consumers. 

New Measures for 201 1-2012 
There are no new measures proposed since the August filing. 

Delivery and Marketing Strategy 

The implementation contractor will deliver the program with responsibility for all aspects of customer 
selection, report generation, energy savings quantification, customer communications, and reporting. 

All Home Energy Report products will be automatically mailed to the target market by the 
implementation contractor. Thus, no direct marketing is anticipated for this program. TEP will, however, 
jointly develop the marketing message contained in the Home Energy Reports with the contractor. The 
program will also be included in the integrated marketing approach developed and used for all DSM 
measures. 

Measurement. Evaluation, and Research Plan 
The MER plan is consistent with the previously filed strategy. 
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Support programs cut across the other program areas and provide technical and financial support for the 
effective implementation of all other programs. 

A. Education and Outreach 

Promam Description 

The Education and Outreach (“E&O’) Program is an ongoing program previously approved in Decision 
No. 70402 (July 3, 2008). The program is intended to increase participation in the Company’s other 
DSM/EE programs, but is also intended to effect a broader market transformation that includes changes in 
customer’s behavior. The program includes three basic educational components and a budget for 
program evaluation. The Academic Education section of the E&O program is included in Section VI, 
Behavioral Comprehensive (K-12 Education). Among the E&O program components are the following: 

TEP is requesting budget approval to continue this program with no additional modifications. 

General Energy Efficiency advertising component to cover seasonal ad‘s that encourage energy 
savings through energy saving tips, marketing the on-line energy audit, and marketing other 
energy efficiency programs to customers; 

On-Line Energy Audits and Carbon calculator from Aclara for inclusion on TEP website. After 
approval of the Home Energy Reports Program, on-line audits will be included in Section 6.2 
Behavioral Comprehensive ( Home Energy Report - Opt In clause); 

Time-of-Use education to teach residential and small commercial customers about the benefits of 
TOU rates and enable customers to maximize savings through load shifting; 

0 

0 

0 Program evaluation. 

Program Obiectives and Rationale 

The program consists of education and marketing intended to inform customers about the benefits of 
energy conservation and to inform those customers on how to achieve energy savings. Because the aim 
of this program is to change behavior it is difficult to objectively assess cost effectiveness or measure 
actual energy or environmental savings. 

New Measures for 2011-2012 
There are no new measures in this program for 2011-2012. The program includes only existing items 
approved in Decision No. 70402 (July 3, 2008) and because it consists only of education and marketing, 
the program did not require a cost-effectiveness test. 

Deliverv and Marketing Strategy 

There are no significant changes in implementation approach or delivery strategy for the items in this 
program. 

Measurement, Evaluation, and Research Plan 
The MER plan is consistent with the previously filed strategy. 
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B. Codes Support - Pilot 
TEP is requesting budget approval for a new Codes Support Pilot program in 201 1. A full program 
description is included in Appendix C. 

Promam DescriDtion 

The Energy Codes Enhancement Program (“ECEF”’) will be an ongoing element of the TEP portfolio. 
The Program will strive to maximize energy savings through adherence to local building energy codes 
across the local jurisdictions within TEP service area. The program will employ a variety of tactics aimed 
at: 1) improving levels of compliance with existing building energy codes; and 2) supporting and 
informing periodic updates to energy codes as warranted by changing market conditions. Specific 
program activities will depend on the market needs expressed by local code officials and are likely to 
include a combination of efforts to: 

. 

0 

0 

Better prepare code officials and building professionals to adhere to existing standards; 

Provide data and market insight to document the specific local benefits of code enforcement, and 
inform energy code changes over time; 

Ensure utility incentive programs align well with local energy codes; 

Collaborate with relevant stakeholders to help build a more robust community working to 
advance strong and effective building energy codes across the local jurisdictions within TEP, 
UNS Electric and UNS Gas service territories; and 

Advocate for energy code updates over time. 

0 

0 

0 

Program Objectives and Rationale 

The ECEP’s objective is to increase energy savings in new construction and renovated buildings in both 
the residential and commercial sectors through efforts to: 1) improve levels of compliance with existing 
building energy codes; and 2) support and inform periodic energy code updates as warranted by changing 
market conditions. 

New Measures for 2011-2012 

No new measures included in the program for 201 1 and 2012. 

Delivery and Marketing Strategy 

Program activities will be selected based on research into effective approaches implemented in leading 
jurisdictions (e.g., California and Massachusetts), as well as feedback from local code officials, and 
municipal leaders in locations that currently lack building codes. Once program activities are selected, 
program staff will maintain a consistent level of activity and engagement with relevant stakeholders. 
Activities might include: participation in energy code adoption committees, technical support 
(calculations, research, information) to code adoption committees, public testimony in support of code 
adoption before city councils, ensuring that ongoing DSM programs align well with energy code 
requirements, and funding for local code agencies to enforce and improve energy code over time. 

Marketing strategy will include website promotion, direct outreach to local code officials and networks of 
municipal leaders who are members of committees conducting activities related to building code 
enhancement and communications with other TEP energy efficiency program implementation staff. 

Measurement, Evaluation, and Research Plan 
An overview of the MER plan for this program is included as part of the larger program design filing, 
detailed in Appendix C. 
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C. Residential Energy Financing 
TEP is requesting budget approval for a new Residential Energy Financing pilot program in 201 1. A full 
program description is included in Appendix B. 

Program Description 

TEP anticipates starting the Residential Energy Financing Program with a two year pilot program which 
will allow sufficient time to evaluate the program, including participation, default rates, and overall value 
to customers. The program will offer energy efficiency loans to TEP customers who are seeking 
financing for the energy efficiency improvements to their homes. Loan proceeds can be used for energy 
efficiency measures that have been approved by the Commission as part of the Existing Homes/ Direct 
Install Program. The program may also offer classroom training sessions for contractors, and building 
professionals who will offer the financing program to customers, collaborate with the SWEEP and other 
regional groups to support research on utility financing programs; and work together with A P S  and 
Southwest Gas to determine a pian to ‘partner’ on financing programs offered in joint territories with 
different financing partners. 

Program Obiectives and Rationale 
The Residential Financing Program’s objective is to offer low interest unsecured loans for up to $15,000 
for energy efficiency measures installed in existing homes. The Financing Program will provide 
customers with the capital needed to make cost-effective energy efficiency upgrades to their homes and is 
anticipated to improve customer participation as well as expand the pool of customers that can afford to 
participate in energy efficiency programs. 

New Measures for 20 1 1-201 2 
This program is a financing program used to support other program measure adoption. Therefore, there 
are no measures under this program. 

Delivery and Marketing Strategy 

A utility program manager will coordinate between the Lender and TEP on all fund transfers, provide 
overall management, marketing oversight, planning and tracking of customer and contractor participation 
and coordinate all activities necessary to develop application forms and contractor training. Partnerships 
with community interest groups, W A C ,  insulation, and air sealing contractors trained in program 
procedures and Arizona Energy Office or other industry experts to provide training, education and 
awareness. 

TEP will provide program marketing and customer outreach and awareness through a range of strategies 
including: website promotions, brochures, training and seminars for participating trade allies and 
contractors, and promotions through contractors and community interest groups. 

Measurement. Evaluation. and Research Plan 
An overview of the MER plan for this program is included as part of the larger program design filing, 
detailed in Appendix B. 
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TEP will serve as the overall program administrator for delivery of the Energy Efficiency Portfolio. To 
expedite a quick launch of the programs, and to take advantage of cutting-edge program implementation 
experience from other parts of the country, TEP plans to implement programs through a combination of 
third-party implementation contractors and utility staff. TEP designs programs on the most cost-effective 
basis utilizing implementation contractors where they provide the lowest cost per k W h  and likewise 
utilizing TEP staff when appropriate. Contractors will be selected through a competitive request for 
proposal process for delivery of programs. 

TEP anticipates providing high-level administrative, contract management, program design and marketing 
oversight of the selected implementation contractors. A portfolio of this proposed size and scope will 
require careful management oversight. TEP will have a small and dedicated group of energy efficiency 
program staff overseeing third-party implemented programs and promotion of cross-sector education and 
awareness activities. 

TEP will also develop a comprehensive tracking database to ensure accurate and comprehensive 
recording of all program participation Additionally, the database will allow TEP to research and track 
participation by customer class and geographic area, and to identify trends and untapped opportunities to 
advance program goals. TEP staff will also take primary responsibility for general energy efficiency 
education and awareness strategies and activities, including the corporate Web site, online energy audit 
software, mass-market general education and efficiency awareness promotions. 

In summary, TEP will provide comprehensive program contract oversight, strategic planning, including 
management, financial planning and budgeting, as well as: 

e 

e 

e 

e 

e 

e 

e 

e 

e 

e 

e 

High-level guidance and direction to the implementation contractors, including review and 
revision of proposed annual implementation plans and proposed milestones, and, additionally, 
engage with the contractor team on a daily basis when working through strategy and policy 
issues. 

Review and approval of implementation contractor invoices and ensure program activities are 
within investment and on schedule. 

Review of implementation contractor operational databases for accuracy, ensuring incorporation 
of data into TEP’s comprehensive portfolio tracking database to be used for overall tracking and 
regulatory reporting. 

Review of measure saving estimates maintained by the implementation contractor. 

Oversight and coordination of evaluation, measurement, and verification contractors. 

Public education and outreach to community groups, trade allies and trade associations. 

Provide guidance and direction on new initiatives or strategies proposed by the implementation 
contractors. 

Communicate to implementation contractors other TEP initiatives that may provide opportunities 
for cross-program promotion. 

Review and approve printed materials and advertising plans from Implementation Contractors 

Create and provide collateral material for advertising on program delivered by the utility. 

Evaluate portfolio and program effectiveness and recommend modifications to programs and 
approach as needed. 
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Perform periodic review of program metrics, conduct investment analysis, and review evolving 
program design. 

Marketing and Outreach Strategy 
The marketing and outreach strategy for this portfolio of programs will encourage participation among 
customers, key market players and trade allies. The objective of the marketing and communications 
strategy is to make customers and key market actors aware of program offerings and benefits, and to 
influence their decision making when purchasing or installing energy systems or equipment in favor of 
more energy efficient options. 

The specifics of the marketing strategy will depend on the program and the demographics of the group 
being engaged. Depending on the market to be reached, marketing will generally include a mix of 
broadcast, Internet, print media, radio, direct contact, direct mail, bill inserts, or presentations. The 
program descriptions describe the proposed marketing approach for each program. 

Additionally, TEP will work with regional, state, and national programs and partners to optimize 
cooperative marketing programs and campaigns. Marketing efforts will be designed to dovetail with other 
statewide or regional efficiency programs and campaigns, including those offered by A P S .  

B. Tracking and Reporting 
TEP plans to build a comprehensive internal tracking and reporting system to record all activities from the 
energy optimization portfolio of programs. Data tracking systems are being used successfully in 
numerous other states, and T I 9  intends to benefit from the learning that has occurred there. 
Implementation contractors will be responsible for tracking and reporting energy efficiency program 
activities by entering details of each project into the comprehensive data tracking system. The system 
will allow customized reporting to meet any reporting requirements in a quick, transparent and accurate 
manner. 

C. Midstream Adjustments 
While this plan presents detailed information on approach, energy efficiency measures and proposed 
incentive levels, unforeseen changing market conditions, will require regu!ar review and revisions of 
portions of this plan to reflect new information. As such, adjustments to these programs will likely be 
necessary. When this is the case, the Commission will be updated in a timely manner and given 
opportunity to provide input. 

D. Inter-Utility Coordination 
TEP will work with A P S ,  Southwest Gas, and other utilities to maximize the effectiveness of the 
programs; in particular, where gas and electric services overlap, regular communication and coordination 
will be necessary. This collaboration will involve working together to identify savings opportunities, as 
well as providing consistent messaging and parallel programs to reduce confusion and difficulty for 
customers and trade allies. TEP intends to continue to collaborate with others to send cohesive marketing 
messages, as well as designing incentive programs, forms and incentive levels that are easily transferable 
with adjacent utilities. 

E. Leveraging Other Efficiency Initiatives 
Within Arizona, several entities are promoting energy efficiency including: the state government; 
SWEEP; U.S. Environmental Protection Agency and U.S. Department of Energy’s “ENERGY STM@’, 
brand; as well as Federal tax credits. TEP and its implementation contractors will work diligently to 
remain aware and up to date, and to cooperate with efficiency efforts being directed at Arizona energy 
users. Wherever feasible, co-marketing efforts will be employed in an attempt to send a clear and 
consistent message on the benefits of energy efficiency and the resources available to help achieve it. 
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Additionally, TEP is planning to benefit from experiences in other areas of the country by joining the 
Consortium for Energy Efficiency (“CEE”) and E-Source, which will provide TEP program managers 
information and contacts to assist with continuous program design and delivery improvements of the 
portfolio. 

F. Trade Ally Coordination 
Trade allies are essential to effective implementation of energy efficiency programs. Trade allies are 
considered program partners and will be treated accordingly. Relationships with trade allies will be 
cultivated and nurtured through numerous methods to ensure effective communication in both directions. 
Trade allies will be regularly informed of program progress. Changes and feedback from trade allies 
about “what is working and what is not” in the field are essential. To ensure good two-way 
communication, we will emphasize coordination, “listening sessions,” and frequent communications with 
these key partners to advance program goals. A schedule of meetings, workshops, educational seminars, 
program update breakfasts, and clear and concise program descriptions will be distributed to the trade 
allies at the program kick off meetings. Ongoing training and program updates also will be a key part of 
program delivery. 
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TEP is required by the Commission to carry out MER activities as a means to verify program savings 
impacts and monitor program performance? Evaluation activities will also benefit TEP’s DSM program 
efforts by documenting actual program level savings being delivered, identifying areas for improvement 
and helping to maximize the efficiency and effectiveness energy efficiency investments. The evaluation 
principles discussed in this section, and the detailed program-specific plans that will be presented in a 
separate research plan, are informed by the leading guidance documents in the DSM evaluation field. 
These documents include: 

U.S. EPA’s Model Energy Efficiency Impact Evaluation Guide: A Resource of the National 
Action Plan for Energy Efficiency (2007); 

Efficiency Evaluation Organization’s International Performance Measurement and Verification 
Protocol (2009); 

California Public Utility Commission’s California Energy Efficiency Evaluation Protocols: 
Technical, Methodological, and Reporting Requirements for Evaluation Professionals (2006); and 

EPRI’s End-Use Performance Monitoring Handbook. 

0 

0 

0 

0 

What is referred to as MER in Arizona is often called program evaluation, measurement, and verification 
(EM&V) elsewhere. Effective EM&V ensures that expected results are measurable, achieved results are 
robust and defensible, program delivery is effective in maximizing participation, and the overall portfolio 
is Cost-effective. 

A. Definition of Evaluation, Measurement, and Verification 
Evaluation encompasses process, impact and market evaluation activities as defined below. 

Process Evaluations 

Process evaluations address whether the programs were implemented as designed, examining perceived 
market barriers and opportunities, measuring participant satisfaction, documenting the program process, 
and exploring opportunities for efficiency improvements. 

ImDact Evaluations 

Impact evaluations validate the energy and demand savings produced by a program. These evaluations 
validate program-reported savings by verifying the type, quantity and efficiency of measures installed, 
examining the measures replaced by the program for retrofit applications, or estimating the normal or 
standard baseline equipment for new construction applications. 

Market Evaluations 

Market evaluations examine program and market assessment “indicators” developed for each program 
and assess how these indicators change over time. The indicators are typically derived from a program 
logic formulation developed during program design and early implementation. The program logic model 
is a simple representation of the program and the underlying hypotheses that are expected to account for 
the program’s success in the market. Typically, program logic models are organized around the program 
inputs, processes, and outputs. From this formulation, a set of key market indicators that can be tracked 
over time is developed (and modified over time, as needed). 

2 Arizona Corporation Commission Decision No. 7 1436 (December 18,2009) and A.A.C. R14-2-2415. 
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Monitoring includes developing a program data tracking system to support the evaluation effort; 
Le., monitoring of results and verifying the installation and retention of measures and equipment 
promoted by the DSM program where appropriate. 

Ver@cation includes a review, audit, and verification of claimed program savings and 
recommendations for improvement. 

B. Approach to Evaluation 
The overall evaluation approach is based on an integrated cross-disciplinary model that includes 
evaluators as members of “project teams” involved in the various stages of program planning, design, 
monitoring and evaluation. This is a cost-effective method that has proven successful for other utilities. 

Figure 9-1 below shows the program evaluation cycle. As shown, the stages of the program lifecycle 
inform one another. Findings from MER activities provide valuable inputs into program redesign, and the 
MER process plays an important role in enhancing program effectiveness and improving outcomes. 

Figure 9-1. Program MER Cycle 

This approach ensures the program evaluation effort is fair and objective. MER planning must consider a 
variety of factors in determining the timing and scope of evaluation activities to be conducted in a given 
year. These factors include distribution of regulatory requirements, savings across programs, available 
evaluation resources, and the stage of each program’s implementation. 

Approximately 4% of overall portfolio program costs will be allocated to the following activities. TEP 
plans to invest an appropriate level of resources into the impact evaluation tasks to comply with 
regulatory requirements, but to ensure that sufficient resources are available to conduct market research. 
Allocating resources to process evaluation and market research is important because findings from this 
research will inform the future direction of the programs going forward. 

C. Examples of EM&V Related Activities 
Implementation and/or evaluation support contractors will assist in the development of key program and 
evaluation related components. These include: 
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0 Compilation and review of the savings estimates used for prescriptive measures including 
measure savings assumptions, including base efficiency, high efficiency, measure size, measure 
life, free ridership, and spillover estimates. 
Review the portfolio tracking system database that captures measure and/or project data, develops 
initial estimates of savings, and retains participant information to assist with subsequent EM&V 
activities. 

0 Direct market baseline research and market characterization to support improved Plan 
implementation. 

0 Review program and measure cost-effectiveness 

D. 

0 

Project Savings Verification and Due Diligence 
TEP will work with implementation contractors to develop and implement quality assurance/control, 
inspection, and-due diligence procedures for those programs for which deemed savings are not 
appropriate. These procedures will vary by program and are necessary to assure customer eligibility, 
completion of installations, and the reasonableness and accuracy of savings. The activities that TEP will 
undertake in performing MER procedures may include, but are not limited to, the following: 

0 

0 

0 

E. Independent Program Evaluations 

Review custom rebate applications and project proposals for eligibility and completeness 
Inspect and verify a statistically valid sample of installations for purposes of ensuring compliance 
with program requirements 
Prepare and facilitate MER plans where needed based on the project, and assure adherence to 
IPMW protocols 

Preliminary descriptions of proposed evaluations for each program are included in the program plans. 

The key components of the process and impact evaluations include: 
0 

0 

0 

0 

0 

F. Assessment of Annual Impacts 

Evaluations conducted by an independent, DSM evaluation consultant. Verification, by an 
appropriate sample, that efficiency measures are installed as expected; 
In-field measure performance measurement and data collection; 
Energy and demand savings-analysis t~ compute the results that are being achieved; 
Cost-effectiveness analysis by program and overall DSM portfolio; 
Process evaluation to indicate how well programs are working to achieve objectives; and 
Identification of important opportunities for improvement. 

TEP’s MER contractor will prepare an annual report of energy efficiency program results, which will 
incorporate findings from evaluation activities completed that year, changes to programs, and new 
programs implemented, as well as gross and net savings and costs and cost-effectiveness results by 
program and portfolio. It is anticipated that the MER contractor’s work, as well as participation in the 
process by the implementation contractor, will result in numerous areas where improvements and 
refinements are necessary. 

TEP will require implementation contractors or staff to routinely contact or visit a sample of participating 
customers to assess the quality of program delivery and the installation of measures for which incentives 
were claimed. 

G. Coordinate Evaluation Activities with Other Players 
As noted above, wherever it is practical and appropriate, evaluation activities will be conducted in 
conjunction with other utilities and agencies in the state to leverage funding and help ensure consistency. 
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A.A.C R14-2-2405(A) requires TEP to file its initial EE Implementation Plan within 30 days of the 
effective date of the Electric Energy Efficiency Standard (by January 31,201 1). A.A.C. R14-2-2405(A) 
also requires that subsequent plans be filed on June 1 of each odd year, making TEP’s next EE Plan due 
June 1,2013. In order to inform the Commission of TEP’s plan to meet the 2012 EEES, TEP is filing a 
two year implementation plan here (201 1-2012). TEP will file its EE Plan for 2013 on June 1,2012, and 
will follow with its 2014-2015 EE Plan in June of 2013. 

So that the Company can continue its effective implementation of the EEES, TEP requests that the DSMS 
as filed be reviewed and implemented by June 1 , 201 1. This expedited review and implementation of the 
DSMS will keep the Company’s recovery of program costs on track with the previously implemented 
DSM Surcharge. Moreover, it will ensure no gaps in implementation or program delivery between the 
previously approved DSM Plan and the newly filed EE Plan, which is critical to the Company’s recovery 
of program costs and is in the best interest of rate payers. 

TEP seeks to recover three components within its DSM Surcharge: (i) program cost recovery; (ii) 
performance incentive recovery; and (iii) authorized revenue requirement true-up (“ARRT”). While there 
are three popular models for recovery of DSM/EE costs (capitalization of DSM expenses, fixed payment 
for each kwh (DSM Surcharge), and increased rate of return), the Commission chose the DSM surcharge 
as the appropriate mechanism to provide program cost recovery and recovery of performance incentives 
(see Decision No. 70628 (December 1, 2008)). Given the Commission’s preference of this adjustor, TEP 
proposes use of the DSM Surcharge to also recover shortfalls in the recovery of authorized revenue 
requirement until the time that decoupling can be implemented in the Company’s next general rate case. 

TEP recognizes that A.A.C. R14-2-241 O(J) states “[tlhe Commission shall review and address financial 
disincentives, recovery of fixed costs, and recovery of net lost income/revenue, due to Commission- 
approved DSM program” in the Company’s rate case. But TEP has frozen rates and cannot file its next 
rate case until July 1, 2012 (see the Company’s Proposed Settlement Agreement approved in Decision 
No. 70628 (December 1, 2008) in Dockets E-01933A-05-0650 and E-01933A-07-0402). By the time 
decoupling could be implemented for TEP, the Company will have had to meet the EE Standard for 201 1 , 
20 12, and 20 13 with no mitigation of the degradation to authorized rate recovery. 

TEP believes that the Commission issued Policy Statement Regarding Utility Disincentives to Energy 
Efficiency and Decoupled Rate Structures (“Policy Statement”) (see Docket No. E-000005-08-03 14) 
acknowledged the inability of utilities in this position to comply with the EE Standard. Specifically, the 
Policy Statement states “[tlhe Commission believes it is critical that utility disincentives to demand side 
management programs and energy efficiency be addressed. As stakeholders recognized, it is unlikely that 
the EES can be met without addressing financing disincentive and impacts to utilities’ revenues and 
earnings.” Policy Statement page 27. 

Given the foregoing, TEP believes that the Commission may implement the ARRT here. In the 
alternative, TEP believes that the Commission may grant it a waiver of the EE Standard(s) until such time 
as the Company can implement decoupling in its next rate case. Because TEP’s preference would be to 
maintain compliance with the EES, TEP proposes cost recovery through the ARRT as a component of the 
DSM Surcharge as outlined in the attached EE Plan. TEP believes that the ARRT is a reasonable interim 
solution for the Company, and that its implementation is in the public interest. 
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A. Program Cost Recovery 
TEP is requesting approval to collect $51.1 Million in total DSM Program Costs. Pursuant to A.A.C. 
R14-2-2410(A), a utility may recover the costs that it incurs in planning, designing, implementing, and 
evaluating a DSM program or measure. R14-2-2410 (D) also allows utilities to recover DSM costs 
concurrently, on an annual basis, with spending for a DSM program or DSM measure. Table 10-1 shows 
the total projected spending for this 2-year plan. This 201 1-2012 DSM filing will not include a true-up 
for the 2010 DSM filing due to the timing changes resulting from implementation of the Energy 
Efficiency Standard. The timing requirements of the EE Standard will result in changing the DSM filing 
date from April 1 to January 3 1 for 201 1. Thus, the 2010 DSM filing reflected costs associated with the 
calendar year 2010 with a specified recovery period beginning June 1, 2010 and ending May 3 1, 201 1. 
The 201 1-2012 DSM filing is being filed prior to May 31,201 1 (the end date for the recoveries associated 
with the 2010 expenses) and cannot reflect a reconciliation of the revenues recovered during the twelve 
months ending May 31, 2011 to the twelve months of costs incurred in the calendar year 2010. That 
reconciliation will occur when the 2013-2014 DSM filing is made. 

Table 10-1. Total Proiected SDending for 2011-2012 

1201 1 - 2012 Program Costs $49,464,139 I 
Program Dewlopment, Analysis & Reporting Software I $1,634,633 
Grand Total I $51,098,772 

B. DSM Performance Incentive 
Performance Incentive S u m m q  

TEP is requesting approval to collect $16.4 Million in pre-tax DSM Performance Incentives. The 
Commission has adopted the most stringent EE Standard in the country and utility Performance 
Incentives are widely recognized as a critical element to encourage utilities to extend efforts to meet or 
even exceed stringent EE Standards. Regulators recognize the need for utility DSM Performance 
Incentives that: 

0 properly align all stakeholders’ interest; and 
are recovered at the same time or closely following investment in EE Programs. 

The EEES as described in R14-2-2411 allows utilities to propose a utility performance incentive. TEP is 
requesting in this docket to update the current performance incentive structure approved by the 
Commission in Decision No. 70628 (December 1, 2008). The current utility performance incentive is 
structured using a shared incentive method based on a 10% share of “net” benefits (SCT measured) and 
with a 10% cap on spending. TEP is proposing a new structure for the 201 1-2012 EE Plan. 

2010 Performance Incentive 

The current TEP performance incentive was approved in Decision No. 70628 (December 1, 2008). The 
2010 performance- incentive is calculated from 10% of net benefits capped at 10% of DSM expenditures 
(less LIW and Education and Outreach) and was to be collected through the 2011 DSM Adjustment 
Surcharge. The expected net benefits from 2010 are estimated at $43,856,831. The DSM expenditures 
for 2010 were $12,918,196. Thus the 2010 performance incentive to be recovered is $1,110,901. 

201 1 and 2012 Proposed Performance Incentive 

TEP is proposing to continue using shared incentives based on “net” benefits but proposes to modify the 
performance incentive structure. This proposal reduces the percent share of net-saving and places a hard 
dollar cap based on 10% of net benefits rather than a cap on percent of spending. The hard dollar cap for 
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201-1 and 2012 is proposed at $13,154,667 (after-tax). This structure is preferred over the percent 
spending cap because it encourages cost savings rather than spending to increase the performance 
incentive. The proposed tiered performance incentive, shown in Table 10-2, encourages performance over 
and above the established Energy Efficiency Standard and rewards utilities for this performance if 
accomplished at a lower cost. This model creates an atmosphere where utilities will place more emphasis 
on programs with the best cost-effectiveness and the highest net-benefits. This proposed tier structure is 
currently approved for A P S  and TEP supports the tiers shown in the table below. To truly capture the 
performance incentive TEP is requesting approval for an after-tax Performance Incentive. 

Table 10-2. Tiered Performance Incentive Model 

! 6% 
i 

96% - 105% i 7% 
-- 85% - 95% 

l_ll 

106% - 115% i 8% 

116% - 125% i 9% 

I 10% (cap below) 
j ~ .I-.. _"" I.I- ~ _.---I--.--_. _I 

>125% 
.... ~ __...._._II__..... ~ ~ 

Dollar Cap (201 1 and 2012) 1 $13,154,667 

0 The performance incentive is calculated from the net benefits on the estimated annual energy 
reduction relative to the previous year's annual MWh sales as established in the EEES with the 
above spending cap. 

TEP is requesting approval to recover the estimated after tax 2011 and 2012 Performance 
Incentive through an incremental increase in the EE adjustor mechanism. The Performance 
Incentive will be trued-up to actual costs and benefits from the 2011 and 2012 program years 
when TEP files the 2013 and 2014 adjusted DSM Surcharge, respectively. 

The net-benefit ratio for all support programs including general Education and Outreach 
programs, Financing Programs, Codes and Standards, and for Low Income Programs is assumed 
to be 1. 

0 

0 

The after-tax performance incentive for 201 1 is $4,040,611; for 2012 it is $5,167,656. Both figures are 
based on TEP meeting 100% of the 201 1 and 2012 EEES. Table 10-3 shows the expected net benefits by 
program in 201 1 and 2012. 
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Table 10-3. Net Benefits in 2011 and 2012 
2011 I 2012 1 

*Net Benefits are adjusted to $0. Benefits are likely to equal costs; however at this time they are not quantified 

The combined net benefits from 2011 and 2012 are well over one hundred million dollars at 
$13 1,546,667. Thus the 201 1-201 2 after tax performance incentive at seven percent of the net benefits is 
$9,208,267, which is less than the $13,154,667 cap as shown in Table 10.4. 

$57,723,0071 $73,823,6601$131,546,6671 

$5,772,301 I $7,382,3661 $13,154,6671 

,*Assuming 100% of savings goal is reached, incentive is calcualted as 7% of lifetime net benefits 
1- x ”  “I 1” - . X I .  1- ” X I X X  I - _  -~ - 1 ^^I ~ I ^ ^ I  . 

TEP is requesting to collect $16,394,598 in the 201 1 and 2012 surcharge. This includes $9,208,267 from 
Table 10-4 multiplied by the gross revenue conversion factor from the last rate case (1.66) to determine 
the pre-tax amount added to the 2010 Performance Incentive already approved. 
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Table 10-5 shows the total of the 2010 Performance Incentive due TEP with the requested 201 1 and 2012 
Performance incentives at a pre-tax level. . ._ 

Tab irge 

C. Authorized Revenue Requirement True-up 
TEP is requesting approval to collect $18.2 million in Authorized Revenue Requirement True-up 
(,‘ARRT’). 

Successful implementation of cost-effective DSM programs will ultimately result in utility loss of 
authorized revenue from reduced kWh sales until those reduced sales are reflected in TEPs base rates. 
This occurs any time a variable energy-based (per kwh) charge is used to collect non-fuel fixed utility 
costs. The EEES did not provide a mechanism whereby utilities are guaranteed compensation for the loss 
of authorized revenue that occurs when volumetric sales decline due to energy efficiency measures. 

TEP is therefore requesting approval to implement a mechanism to address this issue in the 201 1 EE Plan. 
TEP proposes use of the DSM Surcharge as the appropriate mechanism to recover shortfalls of its 
authorized revenue requirement until the time that decoupling is implemented during TEP’s next general 
rate case. TEP views this methodology as an ‘interim’ solution to be applied only for the years until 
TEP’s rate settlement stay-out provision expires and revenue decoupling is approved by the Commission 
in TEP’s next general rate case. 

In implementing the ARRT, TEP proposes a straightforward authorized revenue requirement true-up 
mechanism that would remain in effect until approval of the next future rate case, anticipated in 2013, 
where revenue decoupling can be addressed. Implementation of the ARRT is critical to the Company’s 
ability to maintain compliance with the EE Standard and as described above, the Company believes the 
Commission could issue a waiver to TEP for the 201 1 and 2012 EE Standard to mitigate the fact the TEP 
cannot implement decoupling until 201 3 at the earliest. 

TEP proposes recovery via the Authorized Revenue Requirement True-up be calculated using the 
following method: 

STEP 1 - DeveloD Monthlv Energy Savings bv Rate Class 

The energy savings forecast was compiled by analyzing TEP historical program participation by rate class 
and by program. The historical numbers were used to determine the participation percentages of each rate 
class within the programs. The 201 land 2012 customer energy savings were determined by evaluating 
each program’s potential participation levels by month. The monthly expected participation was then 
used along with the monthly deemed savings to determine the total energy savings by month. The total 
load reduction was then spread across the rate classes based on the actual historical participation by rate 
class. 

The 201 1 and 2012 forecasted total energy savings is the energy savings required to meet the Arizona 
Corporation Commission Energy Efficiency standard. It does not include energy efficiency savings from 
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prior years. The impact by rate class was again determined by applying the historical percentages by rate 
class to the forward energy savings requirement. 

STEP 2 - Determine Authorized Revenue Reauirement True-uD bv Rate Class 

An Authorized Revenue Requirement True-up is equal to the non-fuel-related variable rate approved by 
the Commission in TEP’s 2007 rate case. The Authorized Revenue Requirement True-up was derived by 
multiplying the monthly energy savings, as described above, to the unbundled delivery charges excluding 
meter services, meter reading, billing and collection and service drop for each participating rate schedule. 
The delivery charges excluded are charges associated with any applicable pricing plan customer charge 
and will be collected from all program participants and must therefore be removed from this calculation. 
The TEP non-fuel fixed costs items approved in the costs of service in the 2009 rate case are as follows: 

Delivery Charges consisting of meter services, meter reading, billing and collection, service drop. 
Generation capacity including fixed must-run 

0 

0 

0 Transmission capacity 
0 Distribution capacity 
0 

0 

Ancillary services consisting of system control and dispatch, reactive supply and voltage control, 
regulation and frequency response, spinning reserve service, and supplemental reserve service. 
System benefits defined as Uncollectible 

The following classes and rate schedules are included in the Authorized Revenue Requirement True-up 
calculation. 

Residential - Rate R-01, 

0 

0 Industrial 1-14, and 

Small General Service - Rate C-10 and Time-of-Use C-76, 
Large General Service - Rate 1-13 and Time-of-Use 1-85, 

Other - Public Authority Rate 0-40 and Lighting P-47. 

The Authorized Revenue Requirement True-up, attached as Exhibit 4, shows the monthly and annual 
results of this calculation by rate class for calendar years 201 1 and 2012. These projections are based on 
TEP’s best estimates of market penetration for each program. TEP will recover the ARRT through the 
DSM Surcharge and will be reset coincident with the effective date of applicable changes to the Utility’s 
rates or eliminate this incremental portion of the DSM Surcharge in conjunction with the approval of 
revenue decoupling in a manner that will not leave a gap or result in double recovery. A summary of the 
AART by rate class is shown in Table 10-6 for years 201 1-20 12. 

D. Total Demand-Side Management Surcharge 
The total DSMS requested in this EE Plan is comprised of 1) Program Cost Recovery; 2) Utility 
Performance Incentive; and 3) Authorized Revenue Requirement True-Up. TEP is requesting approval to 
collect costs as shown in Table 10-7. 
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The total DSMS for 201 1-2012 will be $.005675/kWh compared to the 2010 DSMS of $.001249. The 
total 201 1-2012 surcharge will contribute $4.99 per month to the average residential customer bill 
compared to $1.10 from the 2010 DSMS. 
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Flexibility 
In an effort to maintain participation in its highly successful EE programs, TEP requests Commission 
approval to shift approved funds between programs, and to moderately increase the budgets outlined in 
the 201 1-2012 EE Plan where it would be cost-effective to do so. Flexibility of this sort has proven itself 
valuable in the implementation of the REST and TEP believes it is equally important here. In order to 
effectively and smoothly implement the EEES, utilities must be able to accept applications for customer 
inclusion in each energy efficiency program even though an individual program may, at the time, be 
oversubscribed. This type of flexibility is also necessary to maximize participation in the highly 
successful Commercial and Residential programs that TEP administers. In order to facilitate this type of 
flexibility, TEP respectfully requests Commission approval of the following language in its EE Plan 
approving Decision: 

"TEP will be allowed to ship up to 25% of approved funds from Residential to 
Commercial or from Commercial to Residential programs as deemed necessary based 
on program activity, and TEP will be allowed the option of increasing up to 25% of the 
total Energy Eficiency budget where cost-effective, to continue participation until 
approval of the next regularly scheduled Energy Eficiency Implementation plan. '' 

In addition, TEP would agree to evaluate program progress and requirements to shift funds from one 
program to another and to provide updates to the Commission at any interval requested by the 
Commission. 

ReDort ing 
Pursuant to A.A.C. R14-2-2409(D), TEP requests that the reporting requirements in the EEES supersede 
the Company's existing reporting requirements as found in the Company's Proposed Settlement 
Agreement approved in Decision No. 70628 (December 1, 2008) in Dockets E-0 1933A-05-0650 and E- 
O l 933A-07-0402. Specifically, TEP requests that the reporting requirements contained in R14-2-2409 
replace (i) TEP's April 1" surcharge filing requirement as found in Section 9.5 of the Proposed Settlement 
Agreement; and (ii) TEP's requirement to file semi-annual reports on March 1'' and September 1" of each 
year as found in Section 9.6 of the Proposed Settlement Agreement. 
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Memorandum 
To: DSM Collaborative 
From: UniSource Energy & APS 
Date: October 1 , 20 10 
RE: Arizona BenefitKOst Analysis of DSM Programs Memo No. 1 

Introduction: 
The attached white paper presents recommendations fYom APS, UniSource Energy, and various DSM 
Collaborative group stakeholders on the interpretation of inputs and methodologies to be used when 
developing the societal benefit-cost test (SCT) as prescribed in the rulemaking on electric energy efficiency'. 
This document is intended to provide a consistent, efficient, and transparent method to assess the cost 
effectiveness of both planned and implemented DSM activities. 
Key recommendations in the white paper include; 
1. 

2. 

3. 

4. 

5. 

6 .  

7. 

Avoided cost of energy.wil1 be stated as levelized costs and will be developed using the assumptions for 
the forecasted marginal production costs included in the integrated resource planning @ip) model, with 
adjustments as appropriate for the impacts of the energy savings planned through the energy efficiency 
standard. 
Until such time that the financial and legislative impacts of carbon mitigation are developed, the 
marginal production costs for energy will include an estimated cost of carbon that is imbedded in the 
marginal production cost of energy included in the IRP filed by each individual utility. As the IRP Rule 
sets forth, any interested party may provide, for the Commission's consideration, analyses and 
supporting data pertaining to environmental impacts. 
Avoided cost of generation capacity will be stated as annual levelized cos@ based primarily on the cost 
of the next marginal unit identified in the IRP generation plan. Utilities may also use an approach that 
combines the next marginal unit cost and the cost of short term market capacity where appropriate. 
The avoided cost of generation capacity will include the value of both principal and interest payments 
over the term of the debt incurred in installing these resources. 
A societal discount rate will be used that will be based on the yield for U.S. Treasury securities up to a 
cap of 4%. 
Administrative costs for energy efficiency measures will be applied at the level of program cost- 
effectiveness analysis and do not enter into the screening of individual DSM measures. Individual 
measure screening will be based on savings and measure incremental costs only. 
The net-to-gross ratio will be assigned a value of 1 in cases where fiee ridership, spillover, and market 
influence effects cannot be measured or estimated with a reasonable degree of confidence. 

This document is the result of DSM Collaborative meetings held on February 5* and May 18*, 201 0, to 
begin the process of establishing a common framework between APS, TEP, and ACC for calculating benefit- 
costs of DSM activities. The results of the discussions were compiled and circulated for comment to all of 
the interested parties by Navigant Consulting. Comments, feedback and suggestions were then incorporated 
into this white paper guide. 

Referenced in docket number RE-OOOOOC-09-0427, the rulemaking on electric energy efficiency. 

1 
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I. Objective 
This white paper presents the interpretation of inputs and methodologies to be used when developing the 
societal benefit-cost tests prescribed in docket number RE-00000C-09-04272, the proposed rulemaking on 
electric energy efficiency. The recommended inputs and methodologies are supported by APS and 
Unisource Energy and will allow Arizona IOUs to apply a consistent approach in screening the cost 
effectiveness of new energy efficiency measures and program offerings, and also in assessing the cost 
effectiveness of measures and programs already deployed. This document seeks to accomplish the 

1. Provide a common approach between the utilities and Staff to conduct benefit cost analysis of DSM 
measures and programs being considered for implementation or being assessed after implementation; 

2. Provide a screening process that is easy to use so that both the utilities and Staff can prepare their 
evaluations without delaying the implementation of programs to meet the Commission’s aggressive 
savings targets; 

3. Recognizes that benefit-cost assessment is ongoing, and that more refined analysis of cost 
effectiveness will be conducted during the monitoring and evaluation phase. Part of the data 
gathering process in the monitoring and evaluation phase will be devoted to getting better information 
on factors which are often uncertain in the initial measure screening phase and; 

4. Provide synchronization between utility IRP and DSM activities. 
The document is structured to provide a brief definition of the Societal Cost Test (SCT), followed by 
specific recommendations on benefit-cost test inputs and methodologies. A summary of key 
recommendations is then presented, followed by a glossary of terms. 

following; 

11. Definition of the Societal Cost Test 
The Arizona Corporation Commission (ACC) in Decision No. 71436 directed the public utilities in the 
state to design cost-effective Demand-Side Management (DSM) programs to meet the state’s energy 
efficiency and load management objectives. The decision further states that the Societal Cost Test shall 
be used to determine cost effectiveness. 

The SCT is structurally similar to the Total Resource Cost Test (TRC) but goes beyond the TRC test in 
that it attempts to quantify the change in the total resource costs to society as a whole rather than to only 
the service territory (the utility and its ratepayers). The main difference between the SCT and TRC Tests 
are the use of a societal discount rate and the capability to include the value of other societal benefits such 
as avoided environmental externalities (avoided pollution costs), non-energy benefits, reliability benefits, 
and fuel diversity. The ACC has chosen the term ‘Won-Market Benefits” to describe these benefits and 
has adopted the following definition: 

“Won-market benefits” means the incremental improvements in social welfare that are not 
bought or sold.’ 

When expressed in terms of net present value, it is the ratio of the discounted total benefits of the program 
to the discounted total costs over some specified time period. The equation and terms of the SCT are 
defined as follows: 

’ This document specifically pertains to sections R14-2-2401 and R14-2-2412 of the proposed standard 
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BC&c = (UACN~V -I- NMBN~v) + (PRCwv -I- PCN-WV -k UIC,V) 

Where: 

B C h c  = Societal BenefitKOst Ratio 

UACNpv = Net Present Value of Utility Avoided Cost 

NMB,F Net Present Value of Non-Market Benefits (societal benefits) 
including environmental and other non-energy benefits 

PRCNpv = Net Present Value of Program Administrator Program Costs 

PCN-,, = Net Present Value of Net Participant Costs 

UIC,, = Net Present Value of Utility Increased Supply Costs 

Utility avoided costs (UAC) are defined as follows: 

UAC x ACE + & x ACC + AECC 

Where: 

= Net energy savings 
ACE = Avoided cost of energy 

A D N  = Net demand savings 
ACC = Avoided cost of capacity 

AECC = Utility avoided environmental regulation compliance costs (e.g., carbon 
dioxide allowances, pollution control equipment). 

III. Recommended Societal Cost Test Inputs and Methodologies 
The following discussion provides recommendations on inputs and methodologies for each of the terms in 
the Societal Cost Test as defined above. The net present value of utility increased supply costs (UICmV) 
is not addressed in this white paper because the rulemaking on electric energy efficiency is not intended 
to defrne the cost benefits of fuel switching programs, and because the SCT test cannot be applied 
meaningfully to load building programs. 

A. Societal Discount Rate 

The SCT allows for the use of a societal discount rate (SDR). The SDR is a reflection of a society’s 
relative valuation on today’s well-being versus well-being in the future. While no single method for 
determining the value of the SDR is agreed upon among industry practitioners, most agree that the value 
of the SDR is lower than rate of return selected for commercial investment decisions. The SDR used in 
evaluating energy efficiency programs and measures will be defined as follows; 
0 

0 

The SDR will be based on the yield from U.S. Treasury securities with a cap of 4%. 

The maturity of the Treasury security used to establish the SDR should be the same as the investment 
horizon of the discount rate used in the utility IRP. For example an IEU? using a 20 year investment 
period would use the yield of the 20 year Treasury bond as the appropriate SDR. 

The date when the yield on the Treasury security is selected should be as close as possibIe to the date 
used to establish the discount rate used in the utility IRP. 

0 
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B. Utility Avoided Cost (UAC) 

0 Net Energy Savings will be defined by the following equation; 

AE$q = AEO x (1 + ELLF) x NTGR 

Where: 

AFiN = Net energy savings 

AEG = Gross energy savings (at the customer meter, not including NTG effects) 

NTGR = Net To Gross Ratio 

0 

0 

The value for the energy line loss factor (ELLF) will be determined by the most recent IRP. 
The calculation of the NTGR will include an estimation of free ridership, spillover and market 
influence factor (MIF) effects. Spillover is further defined as internal spillover and external 
spillover. 

The calculation of the net-to-gross ratio is conducted as follows: 0 

NTGR = 1 - FRF + SPF + MIF 

Where: 

FRF = Free ridership factor 

SPF = Spillover factor. This effect is comprised of two components defined as follows; 
0 Internal spillover is typically defined as other measures installed in the same 

facility. 

External spillover is typically defined as measures installed in other related 
facilities. 

0 

MIF = Market influence factor. This factor is comprised of three components defined as 
follows; 

Market Development Factor - The influence of programs on developing 
infrastructure, pipeline of products and service in the market, trade and 
professional expertise from training and education. 

Market Maintenance Factor - The influence of programs in maintaining energy 
efficiency expertise and products and services in the market through ups and 
downs of business and economic cycles. 

Market Transformation Factor -- The influence of programs on transforming the 
market over time. 

0 

0 

0 The NTGR will be assigned a value of 1 in cases where free ridership, spillover, and market 
influence effects cannot be measured or estimated with a reasonable degree of confidence. 

NTGR will be updated and reported through the MER process. 0 
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Avoided Cost of Enerm (ACE): 

i 

Avoided cost of energy will be stated as levelized costs and will be developed using the assumptions 
for the forecasted marginal production costs (MPC) included in the integrated r e so~ce  planning 
model, with adjustments as appropriate for the impacts of the energy savings planned through the 
energy efficiency standard. 

The utilities should state if the energy efficiency standard was incorporated within the MPC model 
and how this was done. 

The period over which the levelized costs are presented will match the useful life of the measure or 
program being evaluated. For instance, if the measure life is 15 years, the value for the avoided cost 
of energy will be based on the levelized costs for a same 15 year period. 

The defmition of summer and winter seasons, and also peak and off peak should be generally 
consistent with definitions used in TOU pricing structures and will be based on mutual agreement 
between staff and each utility and can vary by measures. At a minimum, avoided cost of energy 
values will be provided to ACC Staff in the following format: 

On-Peak Summer 

Off-peak Summer 
On-Peak Winter 

Off-peak Winter 

Determined from On-Peak Summer TOU hours 
Determined from Off-peak Summer TOU hours 

Determined from On-Peak Winter TOU hours 

Determined from Off-peak Winter TOU hours 

Avoided Cost of Carbon: 

Until such time that the financial and legislative impacts of carbon mitigation are developed, the 
marginal production costs for energy will include an estimated cost of carbon that is imbedded in the 
marginal production cost of energy included in the IRP filed by each individual utility. As the IRP 
Rule sets forth, any interested party may provide, for the Commission’s consideration, analyses and 
supporting data pertaining to environmental impacts. 

It is recognized that compliance costs associated with CO, emissions remains uncertain, and that 
factors such as pending legislation or developing markets that establish alternative values for COZ 
emissions may require this approach be revised. 

N %  

Net Demand Savings will be def-,ed by the following equation; 

ADN =ADG x (1 + DLLF + CRF) x NTGR 

a 

The value for the line capacity reserve factor (CRF) will be determined by the most recent IRP 
The value for the demand line loss factor (DLLF) will be determined by the most recent IRP. 

The value for NTGR will be the same as defined for avoided net energy savings 

Avoided Cost of Generation Capacitv (ACC): 

Avoided cost of generation capacity will be stated as annual levelized costs based primarily on the 
cost of the next marginal unit identified in the IRP generation plan. Utilities may also use an 
approach that combines the next marginal unit cost and the cost of short term market capacity where 
appropriate. 

The avoided cost of generation capacity will include the value of both principal and interest payments 
over the term of the debt incurred in installing new capacity resources. 
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C. Program Administrator Program Costs (PRC) 

Program administrative costs are all non-incentive costs incurred by the utility in the process of operating 
and delivering DSM programs. These costs include management, administration, marketing, training, 
implementation services, and measurement and evaluation. For the purposes of cost-effectiveness 
analysis of DSM programs and measures, administrative costs are applied at the level of program cost- 
effectiveness analysis and do not enter into the screening of individual DSM measures. Costs included in 
the screening of individual DSM measures are limited to customer incremental or installed costs. This 
distinction is made in the application of costs because administrative costs are incurred at the program 
level and may be allocated arbitrarily, or may not be distributed uniformly across individual DSM 
measures and applications. 

Thus, for program level cost-effectiveness screening the following formulation of the SCT applies: 

BC&c,mo~- = (UAC i- NMB) f (I’RC -F PCN 4- UIC) 

However, for cost-effectiveness screening at the individual measure level the administrative cost term is 
omitted and the following formulation applies: 

D. Non-Market Benefits (NMB) 

The SCT allows for the inclusion of ‘non-market benefits and costs to societyy3 Non-market benefits 
includes items such as reliability benefits (e.g. avoided blackouts as the result of less strain on distribution 
systems), non-energy benefits (e.g. secondw economic impacts from low income programs), fuels 
diversity benefits (e.g. potential to reduce risks of supply disruption or mitigating the effects of price 
volatility). In addition, the non-market benefits included in the SCT test are intended to value the 
broader societal benefits from avoided environmental externalities such as avoided pollution or reduced 
risk of climate change. This viewpoint differs from the inclusion of the potential financial risks of COz 
emissions discussed previously in that it also considers a broader societal perspective4. If non-market 
benefits are used in the SCT for measure or program evaluations they will be indentified and defined. 

E. Net Participant Costs (PC,) 

0 The net participant costs typically include all equipment costs, installation, operation and 
maintenance, cost of removal (less salvage value) paid by participants. 

The majority of participant costs are typically the incremental costs or full installed costs incurred by 
customers in the process of installing the DSM measure. The term ‘net’ implies that all relevant 
customer costs are included in this value, and generally includes either one of two types of costs; 

1. ‘Incremental costs’ that are the difference in cost between a standard efficiency and high 
efficiency device. Incremental costs are typically used when a device has failed and is going to 
be replaced anyway (‘replace on burn-out’), or in the case of new construction projects. 

0 

Decision No. 71436, R14-2-2401 Definitions, Page 4. 
The societal discount rate is a reflection of a society’s relative valuation on today’s well-being versus well-being in 

the future. Choices about the SDR of environmental protection projects, such as funding the reduction of global 
warming, place a greater valuation on future generations, employing a low time preference that places more 
emphasis than average on their well-being in the further future. 
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2. ‘Full installed costs’ that are typically defined as the cost of replacing a working system with a 
higher-efficiency system. In general full installed costs include both the full cost of the material 
being installed and also the cost of the labor to install the measure. 

All incremental costs, including other expenses such as additional costs for designing a more efficient 
building, will be considered on a case by case basis as part of the measure screening process. 

Net participant costs will be updated and reported through the MER process. 

IV. Summary of Key Recommendations 
Key recommendations in the white paper include; 
1. 

2. 

3. 

4. 

5 .  

6. 

7. 

Avoided cost of energy will be stated as levelized costs and will be developed using the assumptions 
for the forecasted marginal production costs included in the integrated resource planning (IRP) 
model, with adjustments as appropriate for the impacts of the energy savings planned through the 
energy efficiency standard. 
Until such time that the financial and legislative impacts of carbon mitigation are developed, the 
marginal production costs for energy will include an estimated cost of carbon that is imbedded in the 
marginal production cost of energy included in the IRP filed by each individual utility. As the LRP 
Rule sets forth, any interested party may provide, for the Commission’s consideration, analyses and 
supporting data pertaining to environmental impacts. 
Avoided cost of generation capacity will be stated as annual levelized costs based primarily on the 
cost of the next marginal unit identified in the IRP generation plan. Utilities may also use an 
approach that combines the next marginal unit cost and the cost of short term market capacity where 
appropriate. 
The avoided cost of generation capacity will include the value of both principal and interest payments 
over the term of the debt incurred in installing these resources. 
A societal discount rate will be used that will be based on the yield for U.S. Treasury securities up to 
a cap of 4%. 
Administrative costs for energy efficiency measures will be applied at the level of program cost- 
effectiveness analysis and do not enter into the screening of individual DSM measures. Individual 
measure screening will be based on savings and measure incremental costs only. 

The net-to-gross ratio will be assigned a value of 1 in cases where ftee ridership, spillover, and 
market influence effects cannot be measured or estimated with a reasonable degree of confidence. 

Glossary of Terms 
The factors included in the formulas above are further defined as follows. 

0 

0 

Avoided Costs: the generation, transmission, distribution, and fuel costs that that the utility 
avoids making though investing in DSM resources. 
Free ridership: program participants who would have installed DSM measures anyway without 
the influence of the program. 

Gross demand savings: DSM measure demand savings at the customer meter not including 
NTG effects (i.e., whether the measure installation was caused by the program isn’t considered). 

Gross energy savings: DSM measure energy savings at the customer meter not including NTG 
effects (i.e., whether the measure installation was caused by the program isn’t considered). 

0 

0 
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0 Levelized Costs: the process of calculating levelized costs involves taking a string of costs and 
calculating a uniform annual cost value over the duration of the measure life. This reduces the 
curve to a single, levelized cost that can be used in a present value calculation. This is referred 
to in this memo as the levelized cost model. Levelized costs can potentially hide the volatility of 
fossil fuel prices (and perhaps other costs) a d  that, consequently, the hedge value of stably- 
priced energy efficiency is neglected. 

Net demand savings: the amount of demand savings at the generator actually attributable to the 
DSM program including line loss factor, capacity reserve factor and NTG effects. 

Net energy savings: the amount of energy savings at the generator actually attributable to the 
DSM program including line loss factor and NTG effects. 

Net-to-gross ratio: net savings/gross savings. 

Non-market benefits: benefits to society or reduced environmental emissions and other non- 
energy benefits that are not recovered through utility rates. 

Program administrator program costs: all non-incentive costs required to operate and deliver 
the program including management, administration, marketing, implementation services and 
measurement and evaluation. 

Spillover: customers who installed DSM measures due to the influence of a DSM program but 
did not participate in the program. This effect includes both internal and external spillover. 
Internal spillover is typically defined as other measures installed in the same facility, while 
external spillover is typically defined as measures installed in other related facilities. 

0 

0 
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I 

Rider R-2 
Demand Side Management Surcharge (DSMS) 

A UniSource Energy Company 

APPLICABILITY 
The Demand Side Management Surcharge (“DSMS“) applies to all customers, except those customers who take service under the 
Residential Lifeline Discount or Residential LifelinelMedical Life-support Discount pricing plans, in all territory served by the Company as 
mandated by the Arizona Corporation Commission, unless otherwise specified. Lifeline and Lifeline Medical customers are exempt from 
the DSM Surcharge. 

- RATE 
The following DSM Surcharge will be effective June 1,201 1 through December 31,201 2. The DSMS shall be applied to all monthly net 
bills except lifeline customers at the following rate: 

All kWhs @ $0.005675 per kWh 

REQUIREMENTS 
The TEP DSMS will be calculated and filed with the Arizona Corporation Commission (ACC) for approval on or before June 1st. The 
ACC will approve the surcharge to be billed to all applicable pricing plans for twelve (1 2) months beginning each January 1. 

TAX CLAUSE 
To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of any taxes 
or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the Company andlor the price 
or revenue from the electric energy or service sold andlor the volume of energy generated or purchased for sale andlor sold hereunder. 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file from time to time with the Arizona Corporation Commission shall apply 
where not inconsistent with this pricing plan. 

Filed By: Raymond S. Heyman 
Title: 
District Entire ElectricService Area 

Senior Vice President, General Counsel 
Tariff No.: Rider R-2 DSMS 
Effective: June 1,2011 
Page No.: 1 of1 
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Rider R-2 
Demand Side Management Surcharge (DSMS) 

A Uni$ousce Energy Company 

APPLICABILITY 
The Demand Side Management Surcharge (IIDSMS”) applies to all customers, except those customers who take service under the 
Residential Lifeline Discount or Residential LifelinelMedical Life-support Discount pricing plans, in all territory served by the Company as 
mandated by the Arizona Corporation Commission, unless otherwise specified. Lifeline and Lifeline Medical customers are exempt from I ~ D S M  surcharge&- 

The followina DSM Surcharae will be effective June.l, 201 1 throuah December 31,2012. The DSMS shall be applied to all monthly net 
bills exced lifeline customers at the following rate: 

I All kWhs @ $0.0056751.248 per kwh 

REQUIREMENTS 
I The TEP DSMS will be calculated and filed with the Arizona Corporation Commission (ACC) for approval on or before W & I s t .  
I The ACC will approve the surcharge to be billed to all applicable. pricing plans for twelve (1 2) m o n k  beginning each AErv 1. 

TAX CLAUSE 
To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of any taxes 
or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the Company andlor the price 
or revenue from the electric energy or service sold andlor the volume of energy generated or purchased for sale andlor sold hereunder. 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file from time to time with the Arizona Corporation Commission shall apply 
where not inconsistent with this pricing plan. 

Filed By: Raymond S. Heyman 

District: Entire ElectricService Area 
I Title: Senior Vice President, General Counsel 

Tarii No.: Rider R-2 DSMS 
Effective: June 1,20118 
Page No.: 1 of1 
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E1,ibit 3 - DSMS Backup 

Residential Energy Financing I NAI $761,6461 $792,2621 $1,573,908 
NAI NAH 949 3351 

Low-Income Weatherization $350,7351 $396,392 $61 1,1901 $616,451 I $1,227,641 

1. Expenses are necessary for compliance and reporting reqirements of EEES. 
2. 2010 Expenditures are preliminary. Final 2010 Expenditures will be reported in the Semi-annual report due March 1,2011. 



i c -, )i Exhdit 3 - DSMS Backup 

Portfolio Totals $ 10,548,858 $ 62,886,326 $ 18,137,951 $ 44,767,720 
'Measurement, Evaluation & Research (MER) $ 650,024 $ - $ 650,024 $ (650,024) 
Baseline Study $ 260,864 $ - $ 260,864 $ (260,864) 
TOTAL $ 11,459,747 $ 62,886.326 $ 19.048.839 $ 43,856.831 

Table 2: 2010 Performance Incentive Calculations 

TEP 
Total Expense - " ~ - - -  _I_____ I $51,098,7721 15,107,305,597 $0.003382 
! i % E Z E E k ! & V Z -  - - ~ -  --------: : $16,394,~15,107,305,597-~ $0.001085 
.--..--- ARRT 1_"1 I__.I I I _-- "_ 1 $18,250,267!L52Q05,597 $0.001208 

I $85,743,6361 j $0.005675 

I DSM Budget f 19MoForecast ! Ratekwh 

Performance Incentive Calculation: 
Total Spending2 / Total Net Benefits I $  43,856,831 
10% of Spending I Net Benefits I $ 1,110,901 I I !t 4.385.683 

I $ 11,109,012 1 I 
(Performance Incentive for 2010 I $ 1,110,901 I I 

1. Consistent with Commission Staffs analysis in Arizona Corporation Commission Decision No. 70456 (August 
I '2 

6, 2008), the 
societal benefits for low-income weatherization are equal to or greater than the societal costs when taking the environmental 
benefits into account. 
2. Total spending does not include Low-Income Weatherization per Arizona Corporation Commission Decision No. 70628 
(December 1, 2008), which approved the TEP Performance incentive calculation. The Performance Incentive allowed is capped 
at 10% of Met Benefits or 10% of total spending, whichever is less. 
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(& I '  Exhibit 4 - ARRT 

---.----! 
--___I ------+ --..-_1_ 

r TUCSON ELECTRIC POWER, INC. 
I-------- Authorized Revenue Requirement True-up ~ - - . ~  .--_l.ll.-_. 

i -i--..-___ -._-- 2 

I 1 , 
Other [Annual Total 1 I Small General LargeGeneral 1 [ I 

i I I 1 Month 1 Residential I 
; -- 1/1/2011~ $21,957 1 - $16,342 1 
j 2/1/2011l 42,683 ! 32,624 1 
j- 3/1/2011 99,71Ot1-- 
1 4/1/20111-- 125,282 

5/1/201 If-" 156,176 I 
j 7/1/2011 251 595 1 

: 8/1/2011/ 287,884 I 140,932 23,965 r'-- 15,435 /- 1--5.784/-i----A 5,142 1 - 9/1/2011 1 323,48fi- 158,43Of--. 27,314 1 17,936 

i 11/1/2& 357,775-!---.e 180,024 !---.- ' 
i-------.- --A- 

i L.. 12/1/2011/ 430,293 1 196,290 32,344 1 20,506 I 7,500 

1 I_. ---I- --'- 

/_-_. Total/ $2,647,710 c- I ___ $1,331,398 1 
I 1/1/2012/ $464,410 i $210,356 

! 3/1/20121 458,940 292,378 1 45,432 1 ----+A 25,983 y--- 

Senrice I 

____-- 
..-- 

7,596 i 4,346 1 
7,344 i i 65,355 88,205t-1------------,.. . 11,090 ! 

j 
481892+ 

r- .._I_LI__ 8,209 j----------*-.'-- :----< 203,768 _I_--....- 11,958 ; 3,856 / ~ 

123,404 I--.-- i 20,970i 1 3 , q . -  4,499 .__I. -_I.._.__ ~ -.-, 

4 

.1_1 ---..I--...- I_ j 
--,- 

14,729 1 9,234 3,214 1 
.-...__^_______.. 

f------ 
105,418 

_.x ._.I..̂I 

+----I_ L ____$. _---- 

30,469 f I. 20,126 6,427 j ----i 347,107 [ 175,482 i 
---I_- 

/ 10/1/2011 

+.--I---& I 1 ---.-.-.--+-----"---. 

I -- 2/1/2012! ----I 461 645 -_I- --mqEq 

*-._- 
i 31,640 I 22,0121- 6,875 I- 

$226,268 1 $147,303 1 $49,547 

$33,234 i $19,642 ! $8,045 i i 
35,123 22,106 I 8,190 I 

36,421 55,001 I 
67,986 j 42,616; 

-7 I.-.__.-_: '- .---.- 

11 2127-̂  
1 2,3&---- 

4 

7 
, . I I ~ 6/1/2012! 580,032 1 ... -̂.I- A 1  427 053 73,767 ! 48,441 1 15,622 

80,990 ; 52,162 j 17,376 j 4 

i 87,072 56,081 18 681 
' 7/1/2012' 684 512 

---- __ -.__ d - 4  ...___I __.._I-_ J 

-_--- -__ 

-- _- - 4/1/20121 - 462,993 j - 324,109 1 
407,122 I 

476,614 i 
512,044 

-- 
-- _-.I_ ~ i__(___i 5/1/20121 495,073 - -4- 

,~ ~ -.. --- L ___c -4 
,+".-- I ___ 8/1/2012! ---.- ~~ 732,517 j 

i 
..J 4 __.__.__ 9/1/20121 " _. 800,666 i -. .. _.___I__x 470,939 i 81,191 ! 53,317 j 17,194 1 

: 1 0 / 1 / m  782,380 ; 
i 8" -.__I-- 11/1/2012~ - 809,9671--'.- *,.- _._ .- 432,045 75,934 I ____.~_,I._ 52,827 I_il___ i 16,499 ; ' 

.. - .. .____I____ _-___,____ 

--.----I--i..-- 495 173 ! ._I_. --2 85 982 I 56 793 : 18 136 i ! i -?--+. ..-.A ._ - ___. . ._-__._.,I- _.-- 

I 4, 330 
. ..j 

12/1/20121 1,016,655 i 375,053 i 61,799 39,182 j 
$783,511 $505,570 I $172,516 $13,848,041 ! 

1 ! 
$4,636,654 L -.-- c..-. - ..-___̂ _._._.__I._ .... _.I___. -_...__,_l____._._ll_ ^ r  ..̂.I--__ 4.- 

_.. 
Total! $7 749 790 ; 2 j 

a $19,500,000 
$18,000,000 
$16,500,000 

$13,500,000 

$10,500,000 
$9,000,000 
$7,500,000 
$6,000,000 
$4,500,000 
$3,000,000 
$1,500,000 

$15,000,000 

' $12,000,000 

$0 

~ ~~ 

Authorized Revenue Requirement True-uD ~ 
- 

. .. - .. . .- .__ ... - -. .. _.. ..,- I 

. . .. ....., - . . ... . . . .~ . . . . - - .. . . ._ 

Residential Small Large Industrial Other Annual Total 
General General 
Service Service 

2012 

2011 
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Appendix A 

/ 
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-PI_. __-- -..- --_-I .“~--------.------“ 

0 Lack of awareness about operating costs for older 

0 

0 Cost of disposal. 
0 Environmental impact of disposal. 

inefficient refrigerators and freezers 
Inconvenience of removing old units. 

Program Description 

Tucson Electric Power Company’s (‘TEP” or “Company”) Appliance Recycling Program (“Program”) is 
designed to remove and responsibly recycle inefficient but operable refrigerators or freezers from the 
power grid which are currently being used as secondary appliances or potentially could become secondary 
units. The Program will offer residential customers a $35 incentive, free pick-up, and free recycling of 
their inefficient refrigerators or freezers. The Program will utilize an experienced appliance recycling 
contractor to market the Program, verify customer’s eligibility, coordinate and process incentives, 
schedule and pick-up eligible appliances, and responsibly recycle the appliances. TEP believes this 
Program will reduce energy consumption in its service territory and help keep inefficient appliances out 
of the used appliance market. The approach utilized by this Program has been successfully implemented 
in many other states and TEP believes it will be successful in its service territory. 

estimates. 
Free pick-up/removal from customer site plus 
incentive. 

0 Free disposal. 
Using an environmentally responsible 
recycling contractor for disposal. 

Program Objectives and Rationale 
The objective of the Program is to permanently remove operable inefficient refrigerators and freezers 
from the power grid and recycle them in an environmentally safe manner. This will produce long-term 
electric energy savings in TEP’s residential sector. 

The Program’s rationale is to incent customers with a $35 rebate, free pick-up, and responsible recycling 
of their operable inefficient refrigerators and freezers. The Program will provide the consumers with an 
energy savings altemative to selling or donating these inefficient units to the used appliance market or 
utilizing the unit themselves. Additionally it saves consumers the burden of disposing of the appliance 
and the $35 municipal fee required to do so. 

Target Market 

The Program is targeted at residential customers who are currently operating inefficient refrigerators 
and/or freezers in their homes, or may be considering selling, donating or keeping a recently acquired 
inefficient unit as a secondary appliance. 

Promam Eligibility 

The Program is available to all residential utility customers with operable inefficient refrigerators or 
freezers that are between 10 and 30 cubic feet. The Program will limit the rebate to two units per year per 
household. 

‘ Current Baseline Conditions 

National studies have found that approximately 20% of customers have at least one secondary inefficient 
refrigerator or freezer in their home. Most of these units are ten years old or more. 
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Products and Services 

The products and services provided by the Program include: 

free pick-up and recycling of operable inefficient refrigerators or freezers; 

a $35 customer incentive; 

education and promotional efforts to inform customers about the energy saving benefits of 
recycling their older inefficient refrigerators or freezers, including brochures, promotional 
material, and utility website content; 

refrigerator and freezer recycling in accordance with established U.S. Environmental Protection 
Agency ((‘EPA”) best practice industry standards to ensure optimal levels of recycled material 
and environmental compliance; 

working with retailers to distribute information about the Program and the energy saving benefits 
of recycling inefficient refrigerators and freezers 

removal and proper disposal of the chlorofluorocarbons (“CFCs”) (a potent greenhouse gas used 
as a blowing agent in older foam insulation products) contained in many older appliances - a 
significant additional environmental benefit of the program; and 

customer outreach achieved when the recycling contractor leaves behind additional literature and 
information about other energy efficiency Demand-Side Management programs and 
opportunities. 

Delivery Strategy, Incentive Processing;, - and Administration 

The strategy for Program delivery, incentive processing, and administration is as follows: 

e Appliance pick-up/recycling: an implementation contractor will be selected to provide 
comprehensive turnkey implementation services, from eligibility verification and scheduling of 
pick-ups, to proper disposal and recycling of turned-in appliances. 

Incentive coordination and Drocessinq: the implementation contractor will coordinate prompt 
processing of incentive payments. A prompt incentive payment is essential to retailer/customer 
satisfaction, thus the implementation contractor will establish protocols and service level 
requirements that expedite payment. 

e 

Implementation-related administrative requirements will be handled by the third-party implementation 
contractor. The implementation contractor will be responsible for: 

management of the scheduling, pick-up, and appliance recycling processes; 

marketing strategy and messaging; 

development and placement of promotional materials and advertising; 

incentive processing; 

data tracking and reporting; 

investment tracking and reporting; 

contact (call) center services; 

managing public relations; and 
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0 customer satisfaction/problem resolution. 

The Program will use marketing messages targeted at customers with inefficient refrigerators/freezers. 
Mass marketing will emphasize the cost of operating inefficient refrigerators/freezers and the 
environmental benefits of proper disposal. The Program will be marketed at retail point-of-sale providing 
retailers with a responsible disposal service for those customers replacing their current inefficient 
refrigerator or freezer. 

Program Marketing and Communication Strategy 

The marketing and communications strategy will include but is not limited to the following components: 

0 Direct marketing to customers on the savings benefits of removing and recycling an inefficient 
refrigerator or freezer on the utility website and with bill inserts. 

A Web site link to the EPA’s new “ENERGY STAR@ Recycle My Old Fridge Campaign” at 
http://www.energvstar.gov/index.cfm?c=recycle.ur refrigerators, which includes calculators to 
estimate savings. 

Media advertising which may include local newspapers or other selected print media, press 
releases, radio and/or television. 

Information provided through TEP’s Customer Care Center. 

Marketing materials which may include brochures and other collateral pieces to promote the 
benefits and energy savings of recycling an inefficient refrigerator/freezer. TEP will also design 
a thank you note and leave behind materials describing other residential and small business 
programs available to customers. 

0 

0 

0 

0 

All marketing materials will carry a strong consumer education message emphasizing the cost of 
operating an inefficient refrigerator or freezer and the importance of properly recycling and disposal of 
older units. Marketing materials will also leverage the ENERGY STAR@ brand and the savings 
associated with purchasing ENERGY STAR@ appliances. 

Program Implementation Schedule 
Upon Program approval by the Arizona Corporation Commission, TEP plans to immediately engage an 
implementation contractor selected through a request for proposals process to deliver the Program. TEP’s 
goal is to recycle a total of 5,400 units per year for 201 1 , 2012, and 2013 respectively. 

Measurement, Evaluation. and Research Plan 
All evaluation activities will be conducted by TEP’s measurement, evaluation, and research contractor. 
An integrated evaluation approach will be taken that includes the following components: 

0 addressing evaluation at the onset of Program design and collecting evaluation data as part of 
Program administration; 

assessing and documenting baseline conditions; 0 

0 establishing tracking metrics; 

0 

developing and refining deemed savings measure databases; and 

conductingprimary and secondary research as part of the impact and process evaluations. 

3 

http://www.energvstar.gov/index.cfm?c=recycle.ur
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The overall goal of the impact evaluation will be to validatekalibrate the deemed savings values of the 
Program, and to determine its cost-effectiveness. Primary impact metrics are savings per unit, Program 
participants, net-to-gross ratio, and Program cost-effectiveness. 

Validationkalibration of deemed savings values will be determined by an analysis of Program records 
and by testing a sample of equipment picked up for recycling. Primary research may be conducted to 
determine the impact of variables such as size of refrigerator, effective life of the equipment, and owner 
utilization. Self-report surveys with both participants and non-participants will be used to assess Program 
awareness, barriers to participation, participant satisfaction, and other process efficiency issues. 
Interviews will also be conducted with Program managers and the implementation contractor. These 
surveys will be enhanced by collecting market data and assessing trends. 

The process evaluation will be conducted during the first Program year and then coordinated with impact 
evaluation work. Wherever it is practical and appropriate, evaluation activities will be conducted in 
conjunction with other utilities and agencies in the state to efficiently utilize resources and help ensure 
consistency. 

Quality Assurance and Control 
Refrigerators and freezers will be checked for functionality before removal as only operating 
units will be picked up. 

Only operable inefficient refrigerators and freezers will be picked up. 

All refrigerators will be decommissioned by the implementation contractor, or accredited third 
party, in accordance with applicable local state and federal standards for proper handling of 
refrigerants. 

Customer satisfaction surveys will be sent to a random sample of customers. 

All Program data tracking will be performed by the Program implementer and reported to the 
utility monthly. 

The Program evaluation process (described above) will provide an additional level of quality 
assurance for the Program. 

Promam Costs and Benefits 
Proposed budget for Program delivery for 201 1-2012 is detailed in Table 1-3. 
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Refrigerator 1 1,242 1 0.15 1 $12O/unit 1 4,860 ~ 4,860 I 4.04 Recycling 
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Program Description 
Tucson Electric Power Co. (“TEP” or the “Company”) has designed a proposed Energy Efficiency 
Residential Financing Pilot Program (“Program”) to provide customers with the capital needed to make 
cost-effective energy efficiency upgrades to their homes. TEP believes that a two year pilot program will 
allow sufficient time for the Company to evaluate the Program, including participation, default rates, and 
overall value to customers. TEP’s proposed Program elements include: 

Loan commitment of $2,000,000 per year for two years; this will provide approximately 424 
loans per year based on an average $4,722 loan amount; 

Loans available only on energy efficiency measures meeting the Commission-required cost- 
effectiveness test; 

Low interest rates provided by a combination of an interest rate buy-down and a 10% loan loss 
reserve account; 

Limited customer exposure to default risk (10% of the loan commitment); 

Funding provided through an approved Demand-Side Management (“DSM’) surcharge 
charged to residential customers; 

Affordable residential financing for energy efficient measures; 

Convenient customer access to and repayment of the financing; 

Standard finance product offering for all eligible, approved borrowers; 

Leveraged financing; 

Accurate Truth-in-Lending notifications and billing to customers provided by an experienced 
third party lender; and 

Community involvement in forming and marketing the Program. 

TEP requests Commission direction on the level of impact for residential customers. Depending on the 
Commission direction, TEP proposes to increase DSM surcharge for residential customers by one of three 
levels during the first year of the two year pilot program. 

$2,000,000 in funding with no interest rate buy-down would require $0.0001 per kwh to fund 
the Program. The average annual cost to each residential customer would be $1.48; 

$2,000,000 in funding with a 2% interest rate buy-down would require $0.0002 per kwh to 
fund the Program. The average annual cost to each residential customer would be $2.13; 

$2,000,000 in funding with a 3% interest rate buy-down would require $0.0002 per kwh to 
fund the Program. The average annual cost to each residential customer would be $2.44. 

Of note, UNS Gas, Inc. (“UNS Gas”) (a related entity to TEP), requested a program nearly identicaI to the 
one requested herein for TEP. The UNS Gas program was approved in Arizona Corporation Commission 
(“Commission”) Decision No. 72062 (January 6, 201 1). In that decision, the Commission opted for the 
2% interest rate buy-down option. Based on that decision, TEP recommends the 2% buy-down option, 
yet provides throughout this application all three buy-down options for the Commission’s consideration. 

1 
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Promam Obiectives and Rationale 

TEP believes that the Program’s financing options to help cover the costs of energy efficiency measures 
will improve customer participation in energy efficiency programs and expand the pool of customers that 
can afford to participate in those programs. Although other vendors offer financing for their own 
individual products, the Program’s comprehensive approach to home energy upgrades cuts across several 
potential products and includes efficiency measures not traditionally financed, such as air and duct 
sealing. 

Prior to designing the Program, TEP developed key objectives for the Company’s implementation of a 
financing program. Three objectives stood out from the rest as fundamental in order for TEP to provide a 
financing option: 

0 The program design must eliminate the utility from any Truth-in-Lending Law regulation 
implications; 
The program must provide a reasonable amount of funds at a reasonable interest rate and with a 
low initial investment; and 
Energy efficiency measures that qualify for TEP financing must have met the Commission’s cost- 
effectiveness test. 

0 

0 

With these objectives, TEP hired Harcourt Brown Energy and Finance (“Harcourt Brown”) to assist with 
the evaluation, negotiations, and design of the Program. TEP, with guidance from Harcourt Brown, 
selected a Third Party Financing model secured by a combination of a 10% loan loss reserve account and 
an interest rate buy-down, all funded from the DSM Surcharge, as the best program offering. 

Target Market 

The target market for this Program is any residential customer in W s  service territory who owns their 
home. Financing is available for installation of approved and cost effective DSM energy efficiency 
measures. 

Promam Elipribilitv 
Eligible properties include single-family (1 to 4 unit), owner-occupied homes. 

Current Baseline Conditions 

The primary program available for comparison is offered through Fannie Mae. Fannie Mae utilizes an 
unsecured loan program structured in a similar manner to TEF”s. Fannie Mae’s base interest rate is 
14.99% compared to the 7.99% to 9.99% available through the TEP Program. The programs offered by 
Arizona Public Service Company (“AF””) and Southwest Gas Corporation (“Southwest Gas”) are 
expected to have base interest rates of 6.5% to 8.5%. 
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Products and Services 
Harcout Brown evaluated the following parameters before recommending the most beneficial program to 
TEP 

0 

b 

0 

0 

0 

0 

0 

0 

sources of capital; 
interest rates; 
loan terms; 

loan types and amounts; 

risk management; 

program integration; 
ease of use; 
repayment billing; and 
equitable funding. 

TEP and Harcourt Brown considered several financing models and completed discussions with numerous 
entities nationwide before determining the most beneficial financing model for customers. The model 
selected by TEP uses AFC First (,‘AJ?C” or “Lender”) as the third party lender. Capital resources are 
provided by the Pennsylvania Treasury (“PA Treasury”) with loans leveraged by a loss reserve account as 
well as the possibility of a small interest rate buydown. All funding will be provided by a DSM 
Surcharge applied to residential customers of TEP. 

The Program will offer energy efficiency loans to TEP customers who are seeking financing for the 
energy efficiency improvements to their homes. Loan proceeds can be used for energy efficiency 
measures that have been approved by the Commission. 

The Program is designed to provide an equitable and comprehensive approach to the financing of energy 
efficiency improvements in existing homes. TEP is proposing $2,000,000 in overall loan commitments to 
this Program for two consecutive years as a pilot program. TEP believes the size of this loan commitment 
is sufficient based on the number of customers in its service territory and the limited DSM energy 
efficiency measures available for gas customers. In order for this Program to be viable, TEP needs 
Commission approval of its currently pending Existing Homes and Residential Energy Assessment 
Programs. 

TEP evaluated the customer impact of three levels of funding, as shown in Table 1-1 below. TEP 
assumed an average loan size of $4,722 and a maximum term of 12 years in these calculations. Actual 
amounts will vary by loan size and terms. 
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Table 1-1. finding Levels and Cost to Custnmer 

$2,000,000 I 424 f $200,000 f 0% I $ -  1 $509,604 
$2,000,000 424 $200,000 2% I $225,314 1 $734,918 
$2,000,000 i 424 1 $200,000 I 3% 1 $332,889 I $842,493 

* Assumes average loan size $4,722 

** Assumes maximum 12 year term 

*** Year 2 costs reduced due to lower cost for marketing materials and contractor training 

No Buydown I $ 975,201 
2% Buydown $1,485,829 
3% Buydown I $1,640,978 

Note: TEP proposes that the DSM Surcharge necessary to fund this program be collected only from 
residential customers, as the loan instruments described are restricted to residential customers. 
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Prosam Funding and Terms 

The proposed Program operates as follows: 

1. AFC will be the Lender that originates and services the Program loans. AFC has committed 
to make loans according to basic underwriting terms, including approving borrowers with a 
Fair Isaac Corporation (“F’ICO”) credit score of 640 or higher. Borrowers may be granted up 
to 12 years repayment; though interest rates are currently to be determined, m P  has secured 
a verbal commitment that rates will be between 7.99% and 9.99%. Interest rates will not vary 
due to loan size, term, or credit score and there will be no prepayment penalty. 

2. Additional terms will be contractually delineated between AFC and TEP. Final rates and 
availability will be determined prior to Program commencement. 

3. PA Treasury will contract with AFC to purchase the Program loans from AFC. The interest 
rates, loan terms, underwriting criteria and other relevant characteristics of the loans that PA 
Treasury will purchase will be contractually delineated. 

4. TEP will set aside funds through a loan loss reserve account (10% of committed loan value) 
and/or an interest rate buy-down account. The loss reserve agreement will be negotiated with 
the PA Treasury. 

5. AFC’s loan capital will be replenished from the proceeds of TEP’s sale of Program loans to 
the PA Treasury, thereby enabling AFC to make new loans. 

6. The PA Treasury will sell the Program loans to its investors. The proceeds from these sales 
will enable the PA Treasury to make additional loan purchases from AFC. 

7. TEP’s role in this process will be to provide the loan loss reserve account, to support lending, 
and potentially to buy-down interest rates. Funding will be collected through the DSM 
surcharge from TEP residential customers. TEP will not service or originate the loans. 

Interest Rate Buv-down 
The interest rate buy-down referenced above may be necessary to offer a rate competitive with those rates 
offered in other utiIity financing programs in the State. The programs offered by APS and Southwest Gas 
have interest rates ranging from 6.5% to 8.5%. Because the interest rate buy-down will result in an 
additional cost that will be covered through the DSM Surcharge, TEP seeks Commission guidance on the 
final product offering. As previously stated, TEP recommends the 2% buy-down option based on the 
Commission’s decision in the UNS Gas Residential Energy Efficiency Financing Pilot Program Decision 
No. 72062 (January 6, 2011), yet provides the data for all three options for the Commission’s 
consideration in this matter. The cost of the interest rate buy-down will depend on (1) the market interest 
rate, (2) the target interest rate, (3) the loan amounts, and (4) the loan term. Table 1-3 illustrates two 
potential scenarios regarding the interest rate buy-down cost on a per-loan basis. Additional details are 
shown in Table 1-2 above. 
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Loan Terms 

TEP has worked with many lenders to develop the best loan terms for its customers. Optimal repayment 
terms, interest rates, fees, and application processes have been at the forefront of discussions. However, 
TEP cannot dictate to any lender the package of terms they must offer. The terms must be negotiated and 
beneficial to both the lender and the customer, and meet various standards set forth by bank regulators. 
The loan terms available under the Program are as follows: 

Buydown 9.99% 1 $51 - $56 
Buydown Mos. 7.99% $46 - $51 

$1,000 - $15,000 w/Z% up to 144 5.99% - 
$1,000 - $15,000 ~ / 3 %  i upto 144 I 4.99%- I 

Buydown I Mos. I 6.99% 1 $44 - $49 

As demonstrated in Table 1-4, the payment amount based on the estimated average loan size does not 
fluctuate greatly between an interest rate of 4.99% and 9.99% ($44 to $56 per month). As the loan size 
increases to the maximum ($l5,000), the payment spread widens from $139 per month to $179 per month 
at these same rates. TEP is looking for guidance from the Commission to decide whether or not the 
benefit of the payment savings to these individual customers offsets the buy-down fee charged to all 
residential customers. As with other DSM Programs, low-income customers will be excluded from the 
DSM Surcharge. 

Credit Underwriting 
Limited credit standards will be used by the Lender in its underwriting process. Loan approval is granted 
based on FICO credit scores of 640 and above, debt-to-income ratios of 50% or less, and proof of income. 
These lower credit scores allow far greater participation for TEP residential customers than products 
offered by most other lenders. 

Application and Amroval Process 
The application and approval process is designed to be simple, easily accessible and convenient to all, as 
shown below. 

0 

0 

0 

Customers can call a 1-800 telephone number to apply and receive loan approval; or 
Applications can be filled out during the visit with the contractor; or 
Loan applications will be available on the TEP website; and 

Loan approvals will occur within 20 minutes to 48 hours of making the application. 

With the help of community-action groups as well as contractor marketing and TEP marketing, the 
Company believes that Program loan funds will be fully used each year. At this time, the only approved 
residential energy efficiency measures for the TEP territory is the high-efficiency air conditioner and heat 
pump exchange, duct sealing, air sealing, ceiling insulation and window fildshade screens. The 
anticipated participation discussed herein is based on the assumed participation in the Existing Homes 
Program approved by the Commission in Decision No. 72028 (December 10,2010). 

While loan sizes are likely to vary, TEP estimates that 800 customers will choose to participate in the 
Existing Homes Program. TEF' further estimates that only a percentage of those participants will install 
each energy efficiency measure. Details of the TEP methodology to determine the average loan size are 
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Duct Seal 1,030 0.6 494,400 

Air Seal 415 0.4 132,800 

Insul & Air Seal 1,075 0.3 258,000 

Equipment & Ducts 1,300 I 0.4 416,000 

Shade Screens 1,060 0.6 508,800 

demonstrated in Table 1-5. With the $2,000,000 loan commitment each year available through the 
Program, approximately 424 loans could be made in the service territory assuming an average loan size of 
$4,722. If the average loan size is smaller than this estimate, the number of loans will increase 
proportionately. 

$ 935 $ 448,800 

$ 370 $ 118,400 

$1,165 $ 279,600 

$7,700 $2,464,000 

$ 708 $ 339,840 

I t I I 1 
-- 

Averaae Loan Size Der 
Y 

Customer I I I I I $4,722 

Delivery Stratem. Incentive Processing and Administration 

The strategy for Program delivery and administration is as follows: 

0 Coordination between the Lender and TEP on all fund transfers wil! be managed in-house by a 
single TEP Program Manager; 

The Program Manager will also provide overall management, marketing oversight, planning and 
tracking of customer and contractor participation; and 
The Program Manager will coordinate all activities necessary to develop application forms and 
contractor training. 

0 

0 

Key partnering relationships will include: 

0 Community interest groups; 
0 W A C ,  insulation, and air sealing contractors trained in Program procedures; and 

The Arizona Energy Office, Pima Community College, or other industry experts to provide 
training, education and awareness. 

The Program will use contractors initially recruited for the Existing Homes Program, encouraging them to 
promote TEP financing when working with customers. TEP will provide an orientation of the Program 
which will outline Program requirements and contractors responsibilities as well as discuss reporting and 
data collection procedures. Contractors interested in participating in the Program must attend the 
orientation. 
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Program Marketing: and Communication Stratew 

TEP will provide Program marketing and customer outreach and awareness through a range of strategies 
including: 

0 Promotions on the TEP website about the benefits of purchasing high-efficiency equipment and 
home performance measures; 
Promotion through contractors and through community interest groups; 

Providing information through TEP’s customer care center; 

Developing marketing pieces including brochures and other collateral pieces to promote the 
benefits of qualifying equipment, air sealing and duct sealing, and the financing program 
available to fund those measures; and 
Training and seminars for participating trade allies and contractors. 

0 

0 

The advertising campaign will communicate that high-efficiency systems and home performance 
measures will help reduce customer energy bills, provide equal or better comfort conditions, and are 
beneficial for the environment. 

Promam Implementation Schedule 

The PA Treasury has assured Harcourt Brown that funding for the Program is available.TEP will continue 
working with AFC and the PA Treasury on preparation of contracts, agreements, and other documents as 
we await Commission approval. TEP estimates the Program could commence within 30 to 60 days of 
receiving Commission approval. 

Measurement, Evaluation and Research Plan 
TEP will adopt an integrated data collection strategy designed to provide a quality data resource for 
Program tracking, management, and evaluation. This approach will entail the following primary 
activities: 

0 Database manapement: As part of Program operation, TEP will request the Lender to provide 
the necessary data elements to populate the tracking database and provide periodic reporting; 
and 

Data collection: TEP will establish systems to collect the data needed to support effective 
. Program management, transfer of funds from TEP to the loan loss reserve accounts, 

reporting, and evaluation. 

Ouality Assurance and Control 
Due to the risks inherent with this type of program, quality assurance and control will be a daily function 
of the Program Manager. In order to protect its customer’s interests, TEP plans to collect loan 
information prior to and after each loan closing, as it believes the best time to correct a mistake or avoid 
fraud is prior to the loan being funded. The information collected will not be used by TEP to approve the 
credit-worthiness of a borrower, but will be reviewed to: 1) ensure that each loan falls within what has 
been approved by the Commission; 2) that Commission-approved measures are the only items being 
financed by the loan; and 3) that the loan proceeds are for work being performed by an approved 
contractor. Additionally, each signed Promissory Note and Disbursement Sheet along with a copy of the 
disbursement check will be collected to verify the loan was closed and funded as presented to TEP. 
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Additional steps to keep a tight control on the portfolio are the requirements of daily, weekly and monthly 
reporting. Daily reporting will include daily viewing access to the Loan Loss Reserve Account, and 
notification of any defaults and charge offs. Lender will also provide TEP a past-due report on a weekly 
basis. Monthly reporting will be more extensive, with a full portfolio report provided to TEI?. The 
monthly portfolio report will include the information TEP will need for accurate reporting and control of 
the Program. A monthly reconciled statement for the Loan Loss Reserve Account will also be required. 

Propram Costs and Benefits 

Three possible budgets are detailed in Table 1-6 Potential budgets depend on whether or not a buy-down 
approach is used. An estimate of lost revenue resulting from installation of energy efficiency measures 
installed as a result of the Program has been included as a component of the Annual Budget. 
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Upon maturity of the first set of loans (maximum of 12 years into the Program), the amount collected 
through the DSM surcharge for the next year will be reduced. At that point, the loan loss reserve account 
associated with the loans from the first year will be returned to the Program. The amount returned will 
equal the initial amount funded into the loan loss reserve account, plus interest accrued on the account, 
less any loan losses sustained. 

There is no direct benefit or savings from a residential financing program, but the total DSM Portfolio 
Cost for TEP will increase as a result of offering the Program. However the indirect benefit and savings 
is measured at the program level where individual energy efficiency measures are included. TEP believes 
the availability of financing for the Existing Homes Program will increase participation, and thus increase 
the resulting societal benefits and savings reported in the program. 

To compare the estimated annual savings to the estimated annual payments for the three buy-down 
scenarios (no buydown, 2% buy-down and 3% buy-down) TEP provided examples of the customer 
benefit and savings from two likely scenarios from participation in the Existing Homes Program. This 
information is included in Table 1-7. As set forth in Example 1 of Table 1-7, anticipated savings would be 
less than estimated loan payments using a 2% or 3% buy-down. However, Example 2 demonstrates that 
with a lower loan size, the savings would be greater than the annual loan payments. This example 
demonstrates how the Program could result in cost savings to some customers, but that TEP cannot 
guarantee cost savings to all customers. 

According to Commission Staff, societal cost tests are not applicable to a residential financing program. 
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Air Seal 415 $42 $370 

11 

Insul& Air Seal 

Equipment & 
Ducts 

Shade Screens 

1075 I $108 $1,165 

1060 1 $106 $708 

1300 $130 $7,700 
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APPENDIX C: 
TEP ENERGY CODES 

ENHANCEMENT 
PROGRAM 



Prowam Description 
Building energy codes are widely recognized as a relatively simple, cost-effective means of achieving 
substantial energy savings that will accrue over the lifetime of new and renovated buildings. However, 
barriers to the effective implementation of improved building energy codes in Arizona exist. Tucson 
Electric Power Company (“TEP” or “Company”) believes the Energy Codes Enhancements Program 
(“ECEiP” or “Program”) will reduce energy consumption in its service territory and help improve 
compliance with existing building energy codes. 

Prowam Obiectives and Rationale 
The objective of the ECEP is to increase energy savings in new construction and renovated buildings in 
both the residential and commercial sectors through efforts to: 1) improve levels of compliance with 
existing building energy codes, and 2) support and inform periodic energy code updates as warranted by 
changing market conditions. 

As a “home rule” state, building codes vary greatly across local jurisdictions. Many code officials lack 
the time, knowledge and resources necessary to effectively enforce existing codes, and to stay current on 
market trends that may warrant gradual code updates over time. These challenges are particularly 
pronounced during current economic conditions. Building design and construction professionals also 
may be confused about certain code requirements and could likely benefit from additional education and 
training. 

In jurisdictions that currently lack a building code of any sort, public officials could benefit from I 
information and assistance in developing and advocating the adoption of a building code. 

Following is a list of the primary barriers in this market and the program elements addressing those 
barriers: 

Lack of knowledge and resources to facilitate Compliance 
with existing codes 

Target Market 
Program staff will collaborate with: 1) local entities responsible for energy code compliance and 
enforcement, and approving code changes (e.g., public officials, committees, city councils, etc.), and 2) 
regional and national organizations that track market trends and can inform provide insight into best 
practices for energy code improvements and enforcement. Trainings to promote code compliance would 
target local code officials, building design professionals (e.g., engineers, architects and specifiers, builders 
and contractors.) 
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Program Eligibility 

A calculation methodology to apportion energy savings attribution from energy codes will be developed 
that satisfies the Arizona Corporation Commission (“Commission”) requirements.’ 

Current Baseline Conditions 

Arizona is a “home rule” state with no mandatory state-wide energy efficiency code. However, many 
counties and cities have adopted an energy efficiency code, most often the 2006 International Energy 
Conservation Code (“ECC”). 

Products and Services 
The ECEP will strive to maximize energy savings through adherence to local building energy codes 
across the local jurisdictions within the utility service area. The program will employ a variety of tactics 
aimed at: 1) improving levels of compliance with existing building energy codes, and 2) supporting and 
informing periodic updates to energy codes as warranted by changing market conditions. Specific 
program activities will depend on the market needs expressed by local code officials. Activities are likely 
to include a combination of efforts to: 

Better prepare code officials and building professionals to adhere to existing standards; 

Provide data and market insight to document the specific local benefits of code enforcement, and 
inform energy code changes over time; 

Ensure utility incentive programs align well with local energy codes; 

Collaborate with relevant stakeholders to help build a more robust community working to 
advance strong and effective building energy codes across the local jurisdictions within TEP, 
UNSE and UNSG; and 

Advocate for energy code updates over time. 

Deliverv Strategy. Incentive Processing and Administration 

Program activities will be selected based on research into effective approaches implemented in leading 
jurisdictions (e.g., California and Massachusetts), as well as feedback from local code officials, and 
municipal leaders in locations that currently lack building codes. Once program activities are selected, 
program staff will maintain a consistent level of activity and engagement with relevant stakeholders. 

Key elements of the implementation strategy may include: 

0 Supporting local energy code adoption through participation in energy code adoption committees 
for both minimum energy code requirements, and voluntary “stretch codes” (such as LEED and 
other sustainable/green codes 

Providing technical support to code adoption committees (e.g., benefit cost analysis of potential 
code updates, research and information sharing related to the market penetration of particular 
energy efficient technologies) 

Providing public testimony in support of code adoption before city councils 

Ensuring that ongoing DSM programs align well with energy code requirements 0 

1 Arizona Corporation Commission; Docket No. RE-00000C-09-0427, Decision No. 71436 (December 16,2009), p. 8. 
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0 Providing funding and/or other resources to better equip local code agencies to enforce and 
improve energy code compliance over time. Program staff may select a set of jurisdictions to 
receive a higher level of assistance on an annual basis. This will help increase the level of impact 
on those target communities with a high likelihood for producing the greatest amount of 
incremental savings. Support provided to these target jurisdictions may include activities such as: 

D classroom training sessions for code officials, and building professionals (architects, 
engineers, specifiers, builders and contractors); 

brown bag training sessions for code officials, and building professionals a their places of 
business via a circuit rider; 

field training sessions for code officials and building professionals; 

purchasing energy code books for officials that currently lack such resources; 

supporting energy code-related certifications for code officials; 

conducting energy code compliance assessments by 2017 to fulfill ARRA requirements to 
demonstrate 90% energy code compliance (this could be done in coordination with energy 
efficiency program Measurement, Evaluation, and Research (“MER’) activities); and 

Collaborating with the Southwest Energy Efficiency Project and other regional groups to 
support research on and adoption of building codes and equipment standards. 

>> 

B 

>> 

>> 
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>> 

TEP staff will be responsible for administering the program. Staff required to implement the program 
include one-quarter of a full-time-equivalent (“FTE”) staff person at a middle management level, and 
one-quarter FTE junior staff person. Responsibilities for these staff will include coordination, planning 
and implementation of all program activities. MER activities would be conducted by a third-party 
contractor. 

Program Marketing- 

Key elements of the marketing strategy will include: 

0 Direct outreach to local code officials and to other local officials drawing on industry association 
contact lists (e.g., the International Code Council), and networks of municipal leaders; 

Participation in committees conducting activities related to building code enhancement; 

Communications with other TEP energy efficiency program implementation staff in order to 
cross-market across programs; and 

Easy-to-locate information posted on TEP websites. 

0 

0 

0 

Program Implementation Schedule 

Upon Program approval by the Commission, TEP plans to immediately engage stakeholders in assessing 
code requirements and compliance status, as well as indentifying best avenues for code enhancement 
throughout the service territory. 
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Measurement, Evaluation. and Research Plan 
All evaluation activities will be conducted by TEP’s MER contractor. An integrated evaluation approach 
will be taken that includes the following components: 

addressing evaluation at the onset of Program design and collecting evaluation data as part of 
Program administration; 

assessing and documenting baseline conditions; 

establishing tracking metrics, especially baseline code compliance per major local jurisdiction; 

developing and refining deemed savings methodologies for estimating program savings from 
code enhancement and adoption activities; and 

conducting primary and secondary research as part of the impact and process evaluations. 

D 
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The overall goal of the impact evaluation will be to develop savings methodologies for estimating savings 
from more stringent code adoption and increased code compliance rates in both the residential and 
commercial sectors. 

Process related evaluation activities will review utility code promotion implementation strategies and seek 
to identify ways to improve program delivery and market adoption of more aggressive residential and 
commercial codes. Self-report surveys with key stakeholders (code officials, builders, architects, etc.) as 
well as on-site verification of a sample of new construction projects will be used to assess program 
awareness, barriers to participation, participant satisfaction, and other process efficiency issues. 
Interviews will also be conducted with Program managers and the implementation contractor. These 
surveys will be enhanced by collecting market data and assessing trends. Wherever it is practical and 
appropriate, evaluation activities will be conducted in conjunction with other utilities and agencies in the 
state to efficiently utilize resources and help ensure consistency. 

Quality Assurance and Control 

The codes enhancement program will seek to be an additional informational resource to assist 
code officials, architects, builders, and other stakeholders with technical guidance with respect to 
code adoption and compliance activities. 

Utility staff will seek to further strengthen existing contacts with code officials, builders, 
architects to advance code upgrades and greater levels of code compliance, which will include 
occasional on-site verification visits, especially for those projects receiving utility incentives for 
efficiency upgrades. 

For any utility sponsored code training classes, participant satisfaction surveys will be issued as a 
standard feature of the class. 

All Program data tracking will be performed by the Program implementer and reported to the 
utility monthly. 

The Program evaluation process (described above) will provide an additional level of quality 
assurance for the Program. 
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Proaam Costs and Benefits 

Energy savings from this program will be determined after the impact evaluation is approved and 
completed. The overall goal of the impact evaluation will be to develop savings methodologies for 
estimating savings from more stringent code adoption and increased code compliance rates in both the 
residential and commercial sectors. 
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Program Description 

Multi Family housing has traditionally been a difficult sector to reach for utility Demand-Side 
Management (“DSM”) programs. These buildings represent huge efficiency potential and also substantial 
barriers to implementation. The major barriers include split incentives, lack of capital, and lack of 
knowledge/awareness of the benefits of energy efficiency improvements. Further complicating matters, 
multifamily housing is defined differently by different entities. Properties with 2-4 dwelling units 
typically fall under residential financing guidelines and the decisions makers are usually individuals. 
Larger properties with 5 dwelling units or more typically fall under commercial lending guidelines and 
decision-makers (at least for larger complexes) are typically corporate, institutional, or trusts (e.g., Real 
Estate Investment Trusts). As such, the decision making process and access to capital varies between 
these two market segments. With this distinction in mind, the 2-4 unit market segment can be best served 
by the residential Home Performance with ENERGY STAR@ Program, and the 5+ Multifamily Housing 
market segment will be served by the new commercial Multifamily Efficiency Program. 

In order to encourage energy efficiency upgrades in new construction, major renovation and rehabilitation 
projects, as well as, energy efficiency retrofits of existing structures, the program will initially offer the 
following delivery tracks: 

0 

0 

A direct installation of selected low cost energy efficiency improvements in existing complexes. 

Common area energy efficiency improvements in existing complexes will be handled through the 
Small Business Direct Install Existing Facilities Program. 

As the program develops and matures, Tucson Electric Power Company (“TEP” or “Company”) will 
examine a third track for encouraging more comprehensive dwelling unit energy efficiency improvements 
in existing complexes that are not part of major renovationhehabilitation projects. 

With these delivery options to choose from property owners and managers have a variety of solutions to 
fit their needs. 

Program Obiectives and Rationale 

Other utilities around the country are offering energy efficiency programs in an effort to capture some of 
the savings potential in the multifamily housing market including San Diego Gas and Electric, Southern 
California Edison, Pacific Gas and Electric, Austin Energy, Puget Sound Energy and others. Many of 
these programs offer similar incentives and delivery options to the program proposed by TEP, and the 
major renovationhehabilitation track is well aligned with the ENERGY STAR@ Multifamily Homes 
program. By delivering this program with a focus on reducing key market barriers and targeting key 
decision makers, this program can contribute significantly to the achievement of TEP’s DSM program 
energy savings goals by lowering energy usage in multifamily housing complexes. 

The objectives of the program are to: 
0 

0 

Reduce peak demand and overall energy consumption in the multifamily housing market segment 

Promote energy efficiency retrofits of both dwelling units and common areas in this market 
segment 

Increase overall awareness about the importance and benefits of energy efficiency improvements 
to the landlord and property ownership community 

Help meet the energy savings targets of the TEP DSM program portfolio 

0 

0 

1 

c 
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Target Market 

The Multifamily Housing Efficiency Program ("Program") will be promoted to residential rental 
properties with five or more units. The focus of marketing, outreach and incentives will be the property 
owners or managers. A primary emphasis will be placed on larger and older, less efficient complexes. 
This Program is being designed to mimic the Arizona Public Service Company ('APS") program as many 
of the large rental property owners are the same in Phoenix as in Tucson 

Program - Eligibilitv 

All existing multifamily housing complexes and new construction projects within TEP service territory 
with 5 dwelling units or more are eligible for the program. The program promotes energy efficiency 
improvements in both dwelling units and common areas. Eligible projects include new construction, 
acquisition renovation and rehabilitation projects, and energy efficiency retrofits to existing facilities. 
Eligible facilities include apartment complexes, and common areas of apartment and condominium 
complexes. All TEP customers who are property owners of existing residential multifamily complexes or 
developers of new complexes with five or more dwelling units are eligible for the program. 

Current Baseline Conditions 

The energy efficiency potential in the multifamily housing market remains largely untapped and 
represents significant efficiency potential for the TEP program portfolio. Due to various market barriers, 
such as split incentives, capital constraints, and lack of awareness, energy efficiency improvements 
typically fall far below other types of improvements on the priority list. Thus, multifamily housing units 
are often very energy inefficient. Although the current rebate programs offer some opportunities for 
energy efficiency improvements in this market, primarily through the Consumer Products and Residential 
HVAC Programs, there is not a comprehensive offering that addresses the unique needs of this market. 
Through the direct installation, and renovationhehabilitation implementation framework, this program 
seeks to fill this important gap in the TEP program portfolio and provide substantial energy savings. 

Products and Services 

This program will be delivered a direct installation approach in order to encourage energy efficiency 
upgrades in existing complexes: 

Delivery to be through a direct installation effort, focusing on the implementation of CFL 
lighting, faucet aerators, and low flow showerheads in existing dwelling units. The installation 
will be no cost to the owner, and the program will pay the full cost of product installation. The 
installation can be completed either through the facility's existing maintenance or management 
personnel or via a program authorized installation contractor. Common area energy efficiency 
improvements in existing complexes will be handled through the Solutions For Business Existing 
Facilities Program. 

As the program develops and matures, TEP will examine a third track for encouraging more 
comprehensive dwelling unit energy efficiency improvements in existing complexes that are not part of 
major renovatiodrehabilitation projects. 

0 

Program Marketing and Communication Strategv 

Marketing and communications strategies will include notifying apartment managers and owners through 
updates to website; local newspapers and radio; bill messages and bill inserts; training seminars; call 
center on-hold messages; direct mail promotion; outreach to rental housing industry associations; and 
work with contractors and industry specialists. 

Program Imdementation Schedule 
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To be implemented beginning in 2012 

Delivery Strategy Incentive Processing. and Administration 

The direct installation and rehabilitationhew construction components of the program will be delivered 
by an implementation contractor. Installation contractors will be managed and quality assurance will be 
maintained by the implementation contractor. 

Measurement Evaluation and Research Plan 
The Measurement, Evaluation, and Research (“MJB”) team will develop a MER research plan and 
conduct annual evaluation research on the achievements of this program. 

Quality Assurance and Control 

On-site inspections of at least 10% of all participating facilities will be made by the implementation 
contractors. 

Program Costs and Benefits 

I 139 I 0.005 1 $2/buib I - ES Integral 
CFL I 6,250 1 21.55 

0.01 $2/faucet I - I 625 I 20.10 Faucet Aerators 
-Electric Only I 77 I I 
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Resources 

1. 

2. 

3. 

4. 

5 .  

6. 

7. 

San Diego Gas and Electric- 
http://www . sdge.com/documents/residential/2009applicationmult~~ily.p~ 

Southern California Edison - http://www.sce.com/NRlrdonlyres/49780CB4-30CB-4E03-9DFO- 
5 86BOAD6DEDF/O/2009-MultifamilyRebateApp.pdf 

Southern California Edison. Multifamily Energy Efficiency Rebate Program. Program 2502, 
2006. 

Pacific Gas and Electric Company- 
http://www .pge .com/includes/docs/pdfs/shared/saveenergymoney/rebates/O8~residential~applianc 
e.pdf 

U.S. EPS ENERGY STAR@ Program - 
httm//www.enerrrvstar.nov/index.cfm?c=multifam housinn.bus rnultifam housing 

Austin Energy - 
h trD://w ww .austinener~v.com/Ener~v %20Efficienc~/Promams/Rebates/Commercial/Mul ti- 
Familv%20Properties/index .htm 

Puget Sound Energy 
http://www .use.com/solutions/forbusiness/Panes/comMulifamiIyWeather.aspx 
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Program Description 

Tucson Electric Power Company’s (‘TEP” or “Company”) Bid for Efficiency Pilot Program (“Pilot” or 
“Program”) is designed to take an innovative approach to energy efficiency (“EE”) by using elements of 
competition and the potential for high rewards to enhance customer interest. The Bid for Efficiency 
(“BFE”) concept involves the following steps: 1) customers or project sponsors develop projects aimed at 
aggregating savings ; 2) applicants submit bids identifying projected energy savings and specifying the 
requested incentive in $/kWh; 3) TEP selects winning applicants based on specified criteria. The BFE 
concept is an innovative approach that is being successfully deployed in other jurisdictions. There are 
several market specific conditions that will determine the effectiveness for TEP and so TEP is proposing 
the BFB as a two year pilot program. 

BFE participants and project sponsors may include commercial customers, ESCOs or other aggregators 
who organize proposals that involve multiple sites. The Pilot addresses customer market barriers such as 
small savings levels at multiple sites, longer payback periods and organizing implementation contractors 
and it offers a simplified application process. Results will be verified through Measurement and 
Verification (“M&V”) activity. 

Program Objectives and Rationale 

BFE encourages customers and project sponsors to think holistically regarding energy systems, and to 
develop projects designed to optimize system energy use rather than considering the energy usage of each 
individual piece of equipment. Customers or project sponsors develop their project and then bid 
competitively for incentives within broad program guidelines developed by TEP. 

By encouraging a systems approach to energy efficiency, the Pilot would provide an incentive for 
participants to use potentially multiple FZ approaches at one or several sites simultaneously. TEP will 
encourage customers to think outside the box in submitting bids for EE projects. TEP’s implementation 
goals for the Program are as follows: 

0 

0 

Ensure projects are submitted, approved, implemented and verified in a timely manner; 

Allow each project to be customer-driven; responsibility will be placed on customer (or project 
sponsor) to select appropriate trade and professional allies to design and implement the project 
and to prepare the incentive application; 
Encourage implementation of multi-measures for comprehensive projects. 

Encourage aggregated applications that involve implementation at multiple sites. 

0 

0 

Target Market 

Initially, the Pilot’s outreach will focus on market segments with significant savings potential, unique 
load or energy savings characteristics, and those that require specialized delivery or support services. The 
target market consists primarily of larger customers and customer groups that may include grocery stores, 
convenience stores, or data centers, business sectors that have historically been hard to reach. 

Electric loads may be aggregated among multiple facilities to meet the kwh threshold. The minimum 
target electric energy reduction amount per proposal is 200,000 kWh in first-year savings. 

1 
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Proaam Eligibility 

Any entity, customer, or project sponsor meeting the application requirements of achieving the minimum 
target electric energy reduction amount per proposal of 200,000 kwh in first-year savings may 
participate. Eligible project sponsors may include, but are not limited to TEP customers, Energy Service 
Companies, and engineering firms. Any third-party project sponsor must submit their application with 
the consent and support of the indentified TEP customer. 

To provide participants maximum flexibility in identlfying potential projects, the Program will not 
explicitly specify eligible measures. However, measures must meet the following requirements: 

0 

0 

Produce a measurable and verifiable reduction in energy consumption; 

Produce savings through an increase in energy efficiency or better utilization of energy through 
improved production equipment or controls; 

Be installed in a retrofit application; 
Have a useful life of five years or greater; and 
Prove cost-effective using the Societal Cost Test (applies to total project including all measures). 0 

Examples of eligible measures are listed in the following table. Project sponsors are free to propose 
measures not included in the table, as long as the above requirements are met. 

Replacing motors with NEMA Premium@ efficiency motors 
Variable-speed drive installations 
Lighting system upgrades 
Compressed air system improvements 
Energy management and control systems 
W A C  system improvements 
Chiller and refrigeration system improvements 
Heat recovery systems 
Efficient transformers 
Process changes that improve energy efficiency 
Industrial heat pumps 
Control upgrades resulting in improved energy efficiency 

Current Baseline Conditions 

Programs similar to the one proposed have been offered by other utilities including Mid-American 
Company, Iowa; San Diego Gas & Electric, California; WPI  Energy, Wisconsin; and Xcel Energy, 
Colorado and Minnesota. Experiences of those utilities to date indicate that the BIF concept has a high 
degree of effectiveness in producing energy savings. 

Products and Services 

The key “product” offered by the Program is a performance-based incentive offered to winning bidders. 
TEP will market the Program to customers and trade allies and will select winning bidders on a quarterly 
basis. TEP will provide pre- and post-installation metering. The sequence of implementation activities is 
presented in the following section. 
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Deliverv Strategy, Incentive Processing, and Administration 

The following implementation process is proposed for the program: 

1. TEP, and or its implementation contractor, will advertise Bid for Efficiency Pilot to customers 
and trade allies. 

2. Customers/trade allies will submit bids for their EE projects. 
3. TEP/IC will evaluate projects and make awards. 

4. TEP/IC will perform pre-installation metering. 

5. Customer will implement proposed project. 
6 .  TEP will pay 50% of the incentive amount prior to installation. 
7. TEP/IC will perform post-installation metering. 

8. TEP will pay the remaining incentive amount based on actual M&V energy savings (based on 
first year of operation). 

Promam Marketing and Communication Strategy 

TEP will promote the Bid for Efficiency Pilot Program through direct promotion to key customers and 
aggregators. TEP, and/or its implementation contractor, also may conduct informational meetings with 
potential participants and project sponsors to explain the program rules and encourage participation. 

Initially, program outreach will be focused on market segments with significant savings potential, unique 
load or energy savings characteristics and the need for specialized delivery or support services including: 

0 Grocery stores 
0 Convenience stores 
0 Datacenters 

Promam Imdementation Schedule 

TEP proposes to implement the Program as a pilot during the 201 1 through 2013 timeframe. Pilot results 
will be evaluated in 2013. If the market response and measure savings indicate the Program is cost 
effective, and achieving substantial savings, the Company will include the full program offering in its 
2014 DSM Implementation Plan. 

Measurement. Evaluation. and Research Plan 
Upon receipt of a project’s pre-installation report, the program implementation contractor will identify the 
appropriate M&V activities (using either the established protocols for common measures or through 
direct metering or billing analysis for unique projects) and assist the project sponsor in establishing the 
baseline prior to approving the submittal and granting permission to proceed with the installation of the 
measures. 

Oualitv Assurance and Control 
Pre- and post-installation metering and/or billing analysis will be required of all projects to ensure that 
savings estimates are in line with actual savings produced by projects. Metering activity will adhere to 
standard industry M&V protocols. 
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2011 

2012 

Prowam Costs and Benefits 

TEP recommends a budget of $300K beginning in 2011 for Bid for Efficiency. While it is unknown 
exactly what types of projects participants may submit, TEP's analysis of likely energy savings projects 
based on an average incentive of $O.lS/kWh saved results in the estimates shown in the table below. 
Actual results from the Pilot will be used to update these numbers as they become available. 

1,372 1.85 1.61 13,718 19 16 

2,156 2.9 1 2.52 21,556 29 25 
I 

I 

Savings versus Standard Design 
Customer Incentive (Estimate) 
Energy Savings per project 
(Estimate) 
Non-Incentive Program Costs 

Bid for 
Efficiency 

20% 20% 
$60,000 $75,000 

400,000 kWh 1,547,000 kwh 

$84,261 $294,26 1 

it 

2011 1 $210.000 1 $34,160 I $31,741 1 $7,042 1 $11,318 I $294,261 1 $519,632 1 2.4 

$14,507 I $19,350 I $503,092 I $775,882 I 2.3 2012 $330,000 $85.253 1 $53,983 I 
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Participating projects must demonstrate the capability to produce a minimum savings of 200,000 kwh 
during their first year of operation to be eligible for the Program. Individual projects are estimated to 
produce approximately 400,000 kwh of savings during their first year of operation. First-year program- 
wide savings are estimated to be 1,547,000 kwh. 
The cost effectiveness of each project participating in the Program, and the Program as a whole will be 
assessed using the Societal Cost ("SC") test. 

The cost effectiveness analysis requires estimation of: 

0 

0 

Net demand and energy savings attributable to the Program. 
Net incremental cost to the customer of completing the EE project, and of conducting quality 
installation and test and repair activities. 

Program administration costs; and 
0 The present value of Program benefits including utility avoided costs over the life of the 

measures. 
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Pronram Descriution 
Retro-commissioning (“RCx”) involves using a systematic approach to identify building equipment or 
processes that are not achieving optimal performance or results in an existing facility. Buildings are not 
always commissioned correctly when first built. Existing buildings also tend to drift away from their 
design points with age, and periodic examination and resetting of those systems is required to run an 
efficient facilities portfolio. Once deficiencies are identified, necessary adjustments can be made to 
produce energy savings along with other key benefits such as improved occupant comfort. Facility 
improvements made in response to RCx efforts are commonly inexpensive to implement and typically 
offer paybacks of less than two years. 

Pronram Obiectives and Rationale 
Some of the major objectives from the Program are to: 

Generate significant savings for DSM portfolio objectives by tapping into energy savings 
opportunities present in existing commercial and industrial facilities 

Develop relationships with commercial and industrial customers leading to other areas of 
participation in TEP’s portfolio of DSM programs. 
Develop the RCx contractor base 

Promote efficient building operations 
Lower energy bills for the consumer 

Longer equipment service life 

Fewer service and maintenance calls 

A 2009 study of retro-commissioning by Lawrence Berkeley National Labs’ (“LBNL”) looked at 561 
RCx projects on existing buildings representing almost 100 million square feet of floor space. Median 
savings were 16 percent of the whole building energy costs. ENERGY STAR@ recognizes RCx as a 
crucial first step in increasing energy efficiency in facilities. The Leadership in Energy & Environmental 
Design SEED) certification also recognizes the value in retro-commissioning and offers points towards 
LEED for Existing Buildings: Operations and Maintenance (“LmD-EBOM’) certification for existing 
building commissioning activities. 

Documented benefits of RCx include, but are not limited to the following: 

0 

0 

0 Increased equipment life 

0 Increased documentation 

0 Facility staff training 

Up to 15% energy savings 
Reduced occupant complaints and improved occupant comfort 

1 ”Building Commissioning A Golden Opportunity for Reducing Energy Costs and Greenhouse Gas Emissions” 
LBNL., July, 2009 
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Target Market 

The Program will target large facilities who receive electric service from Tucson Electric Power 
Company (‘YEP” or ‘Company”). Large office, small office, and large retail represent the largest 
commercial users with lighting, cooling, and ventilation representing the largest end uses. This approach 
is aimed at that market of large commercial customers. 

Prog~am Eligibilitv ~ 

The following eligibility requirements will apply to the RCx Program: 

0 

0 

The Program is available to commercial andor industrial customers of TE9; and 

For each site there must be at least one meter that is on an eligible rate schedule. 

In order to qualify for the Program, a facility must meet the following criteria: 

0 

0 

Have 100,000 square feet or more of conditioned area; and 

Rave a dedicated facility staff. 

Preference will be given to facilities with central heating and cooling plants. 

Current Baseline Conditions 

The primary barriers to more widespread implementation of this cost effective strategy are lack of 
education and information by building operators, lack of qualified workforce and the upfront cost of the 
audit and associated equipment optimization. 

Programs similar to the proposed pilot are being offered by a number of utilities across the nation with 
reputations for achieving success in energy efficiency program offerings. The strategy is proving to be an 
effective means for tapping into energy saving opportunities in existing facilities, 

Products and Services 

In order to maximize the benefits of the Program, the process has been broken down into phases for this 
program. Qualified applicants will be screened for participation prior to being accepted into the program. 
Selected participants will then undergo a three part RCx study. 

0 The first phase is centered on a basic operations and maintenance review to establish the Current 
Facility Requirements (“CFR”) and identlfy operations and maintenance-related facility 
improvement measures. Facilities may then be accepted into the second phase of investigations 
that are centered on commissioning the systems to ensure that they are able to meet the CFR. 

The second phase is accomplished through functional performance testing and diagnostics of the 
major energy systems serving the facility. 

The final phase of the process involves optimizing the existing systems. The activities in this 
phase are centered on determining the potential for introducing advanced control strategies or 
other approaches that make full use of building system controls. 

0 

0 
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Delivery Strategy, Incentive Processing;, and Administration 

TEP offers will offer a streamlined application process that will be simple for applicants to complete. 
Customers will be able to apply for participation in the RCx Program by submitting the RCx Application 
on line at the TEP web site. Much of the data collection required to identify good candidates will be 
collected by the Program staff during the Screening Energy Audit Phase. Eligible applicants will be 
contacted for scheduling of the Screening Energy Audit by Program personnel, and Program staff will be 
available during normal business hours to facilitate the application process. 

Applicants that do not meet the eligibility requirements will receive written notification explaining why 
the applicant doesn’t qualify. 

Details of each phase of the implementation process are presented below. 

Screening: Energy Audits 

Screening Energy Audits are provided free of charge to all eligible applicants. The screening audit will 
provide the applicant with a basic energy audit, identifying basic equipment upgrades and control 
strategies that would result in energy savings for the customer. The facilities audited will also be 
provided with ENERGY STAR@ Portfolio Manager ratings to benchmark the facility versus similar 
facilities in their area. The energy audit will also be used to screen applicants for participation in the RCx 
Program. 

Operations and Maintenance Review Phase 

The Operations and Maintenance (“O&M’) Review Phase of the RCx study will be dedicated to 
performing a review of energy related operational procedures and determining the state of maintenance 
practices related to major equipment. The end result of this review will be a list of facility improvement 
measures with estimated savings and cost values. The O&M Review phase is provided at no cost to the 
customer. 

The initial task of the O&M review will be to establish the CFR. The CFR is a guiding document that 
determines the parameters by which all systems will be evaluated. It is established based on input from 
the facilities team or owners rep regarding the key requirements that the facility must meet. Any variance 
between what has been identified in the CFR and the actual facility’s performance is identified as a 
deficiency. After appropriate investigation, recommendations are made to resolve identified deficiencies 
in the form of facility improvement measures (“FIM”). The CFR has quantitative values for W A C ,  
comfort, scheduling, and air quality requirements. The CFR may also include qualitative information for 
facility performance and Company priorities. The CFR is intended to be a living document that is 
updated as needed and kept as a reference for future projects and training. 

With the CFR established the commissioning team will review settings in the building automation system 
and established operational practices for compliance with the CFR. Deficiencies will be identified and 
either have an FIM established for the deficiency or be marked for further investigation in subsequent 
phases. 

A basic maintenance review will be conducted to identify any limitations of the systems to meet the CFR 
due to maintenance issues. The maintenance review will identify if there are any simple repairs that can 
be performed to save energy. The review will also determine if the equipment is in sufficient condition to 
merit moving forward into the systems commissioning phase or if capital improvement should be 
implemented instead. Systems reviewed may include chillers, boilers, air handling units, air dampers, 
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pumps, fans and other equipment. The maintenance review will also identify any gaps in predictive or 
preventative maintenance procedures that could lead to an inability to meet the CFR. 

Customers will receive a report of O&M-based FIMs. Customers will also receive training at the end of 
this phase on maintaining the CFR, O&M best practices and how to maintain the facility improvements 
identified in this phase. 

Systems Commissioning Phase 

The Systems Commissioning Phase of the RCx Program utilizes performance testing, trending and 
metering to ensure that the major energy using systems are capable of meeting the CFR. For larger 
systems sampling of similar components will be encouraged to contain costs. The trending capability of 
the building automation system in conjunction with portable data loggers will be used to verify that 
systems are able to operate efficiently within the CFR, and to identify FIMs that will allow the systems to 
do so. 

Measures identified during these investigations correspond with repairs, upgrades, and capitol planning 
that will allow existing systems to operate within the required parameters. At the end of this phase, 
customers will receive training on maintaining the systems commissioning and how to maintain the 
identified facility improvements. The Systems Commissioning Phase commissioning services costs will 
be paid by the Program for selected customers who implement recommendations identified during the 
O&M Review phase. 

System Optimization Phase 
The Systems Optimization Phase of the RCx Program involves introducing more complex high 
performance building operation strategies to the current systems. This phase builds on the work done in 
the prior phases by introducing the cutting edge practices that have been developed for today’s high 
performance buildings. The commissioning professionals will help the owner identify new control 
strategies to allow the facility to reach full potential. At the end of this phase, the customer will be 
provided with training on how to maintain the control strategies identified in this phase. Such strategies 
may include the use of alarms, and Building Automation Systems (“BAS”) trending. Commissioning 
services for this phase are paid by the Program for selected customers who implement recommendations 
identified during the Systems Commissioning Phase. 

Program Marketing and Communication Strategy 
The Pilot will be marketed using traditional forms of media (print, web, newsletters, etc.), as well as 
targeted direct mail and outreach to engineering and trade associations. The TEP website will also be 
updated to include information and links for participation in this initiative. Program administrators and 
implementation contractors will also be called upon to reach out to larger customers to encourage 
participation. 

Program Implementation Schedule 
The RCx Pilot Program would begin accepting applications for participation in September 201 1. 
Subsequent program year budgets and plans will be made available towards the end of the existing 
program year 201 1. 

Measurement, Evaluation, and Research Plan 
The Measurement, Evaluation, and Research (“MER”) team will develop a MER research plan and 
conduct annual evaluation research on the achievements of this program. 
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5 4.30 
sq ft 

18.26 

Quality Assurance and Control 

Quality assurance and Control are provided at several steps throughout the program application and 
implementation process as outlined in the sections above. Savings verification plans are required of all 
applicants. 

Program Costs and Benefits 

Program funding is subject to limitation. As a result, only a finite number of facilities will be allowed into 
the Pilot. 

2012 I 980 1 1.32 1 1.15 f 9,798 1 13 I 11 

5 



i 



APPENDIX G: 
SCHOOL FACILITIES 

PROGRAM 



TEP School Facilities Program 
Appendix G 

Program Descrbtion 
The Tucson Electric Power Company (“TF!P’y) School Facilities Program (“‘Pr~grarn’~) is open to 
participation by all existing school facilities in the TEP service territory, including charter schools. The 
proposed Program will utilize the same delivery method and pay incentives for the same Demand-Side 
Management C‘DSM’) measures as the existing TEP C&I Comprehensive Program, but with a separate 
budget reserved for schools. Incentives for the Program will also be paid at a higher level than for the 
Efficiency Program. 

The Program will offer incentives for a select group of retrofit and replace-on-burnout (“ROB”) 
energy efficiency measures in existing school facilities. The efficiency measures offered include 
high-efficiency lighting equipment upgrades, high-efficiency HVAC equipment, lighting 
controls, programmable thermostats, and selected refrigeration measures. 

The direct install component will utilize an on-line proposal generation and project tracking 
application to reduce the transaction costs. Proposed incentives for DSM measures are identical 
to the incentive structure in the TEP C&I Comprehensive Program; however TEP proposes to pay 
up to 100% of incremental costs for schools. The Program will have a separate incentive budget 
of $83,787 starting in 2012 which is reserved exclusively for school use. If schools oversubscribe 
the budget, they will be allowed to request participation in the TEP C&I Comprehensive Program 
which only pays up to 85% of incremental cost. 

0 

Prorrram Obiectives and Rationale 

The primary goal of the Program is to encourage schools in TEP’s service territory to install energy 
efficiency measures in existing facilities. More specifically, the Program is designed to: 

0 Encourage schools to install high-efficiency lighting equipment and controls, HVAC equipment, 
and energy-efficient refrigeration system retrofits in their facilities. Encourage contractors to 
promote the Program and provide turn-key installation services to schools. 

Assure that the participation process is clear, easy to understand and simple. 

Increase the awareness and knowledge of school facility managers and other decision-makers on 
the benefits of high-efficiency equipment and systems. 

0 

Since 2008, participation by schools in the TEP C&I Comprehensive Program has been modest. In order 
to increase participation in energy efficiency retro-fits by schools, TEP has developed this Program, 
which proposes to fund up to 100% of installed costs while engaging the contractor community to provide 
turn-key services. This is a 15% increase from the 85% allowed in the TEP C&I Comprehensive 
Program. The Schools Program will follow the design of the TEP C&I Comprehensive Program because 
the direct-install concept has a proven track record of high participation and cost-effective life cycle 
savings for hard-to-reach markets, including schools. 

Target Market 

The target market for this Program is all kindergarten through twelfth grade (“K-12”) public schools, 
including charter schools, in the TEP service territory. 

Program Eligibility 

Customers must receive electric service from TEP to be eligible for participation. For the purposes of this 
Program, school is defined as a “school entity.” In the case of traditional public schools, a school entity is 
a public school district. In the case of a charter school, a school entity is one that has a state charter. 
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Current Baseline Conditions 
Schools represent a market segment that has historically been underserved. This Program has been 
designed explicitly to increase the participation of schools in the TEP DSM programs. Incentive levels 
and Program structure have been customized to address and overcome market barriers. 

Products and Services Provided 
The Program has an upstream market incentive design that provides incentives directly to installing 
contractors for the installation of energy efficiency measures. More specifically, the Program offers the 
following products and services: 

Educational and promotional pieces designed to assist contractors with marketing the Program to 
schools; and 

Education and promotional efforts for schools and contractor allies on how the Program 
functions, what energy efficiency technologies are offered, what incentives are provided and the 
benefits of the measures. 

0 

The lighting measures to be included in the Program are: 

0 

0 

T8 retrofits - retrofit of T12 fluorescent lighting with T8 lighting. 

Screw-in compact fluorescent light (“CFX”) retrofits - replacement of incandescent lamps with 
screw-in fluorescent lamps. 

Exit sign retrofits - retrofit of incandescent and CF’L exit signs with LED or electroluminescent 
exit signs lighting. 

Occupancy sensors - installation of occupancy sensor controls on lighting systems. 

De-lamping - de-lamping of lower efficiency fluorescent lighting fixtures or overlit areas. 

Reduced lighting power density (“LPD’) - bringing lighting levels down to appropriate levels. 

High intensity discharge (“HID”) lamps - to T8 or T5. 

Standard T8 to premium T8 

0 

0 

0 

0 

0 

The HVAC measures to be included in the Program are: 

0 High-efficiency AC/HP - installation of high-efficiency packaged air conditioners and heat 
pumps. 

Programmable thermostats - replacement of standard thermostats with programmable set-back 
thermostats. 

Shade screens and window films to reduce solar insolation. 

0 

0 

The Program will also utilize variable speed drive motors to optimize performance, vending miser 
sensors, which turn off or turn down refrigeration and lighting on vending machines when not in use, and 
smart strips to better control plug loads. Whole Building custom incentive applications will also be 
considered where appropriate. Additionally, see Table 1-1 for a summary of the incentives offered for 
each of the Program measures. 
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$440 to $1,32 1 (depending on size 
and SEER rating) 

-le Thermostats $204/thermostat 
I 

Window Films 

Variable soeed drives $377/HP 

- - . -.. - . - 

Advanced Power Strips - Occupancy Sensors 
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Program Deliverv Strategy, Incentive Processing. and Administration 

The Program is an upstream market incentive program that will utilize contractors to provide turn-key 
installation services to schools. The Program will be implemented by employing the same 
implementation contractor that delivers the TEP C&I Comprehensive Program. Incentives will be paid 
directly to contractors and are designed to offset up to 100% of project installation costs. The 
participation process will be facilitated by an internet-based system that will provide an analysis of 
project savings, cost and cost savings and automated proposal preparation. 

TEP will assign an in-house program manager to oversee the Program, provide guidance on program 
activities that is consistent with TEP’s goals and customer service requirements, and provide a contact 
point for schools that are interested in or have concerns about the Program. The implementation 
contractor will be responsible for program administration, application and incentive processing, 
monitoring the activities of the installing contractors, participation tracking and reporting, and overall 
quality control and management of the delivery process. As part of the implementation plan, the 
implementation contractor will conduct outreach to contractors, marketing and promotion to schools, and 
education and training on the benefits and functioning of the program. 

The installing contractors will promote the program directly to schools, provide turn-key installation 
services and have access to the internet processing system to prepare proposals. 

Program Marketing and Communications Strategv 

The marketing and communications strategy will be designed to inform schools of the availability and 
benefits of the Program and how they can participate. The strategy will include specific outreach to 
schools and to contractors who typically do retrofits in schools. An important part of the marketing plan 
will be content and functionality on the TEP website, which will direct schools to information about the 
Program. More specifically, the marketing and communications plan will include: 

0 

0 

Direct outreach to schools within the TEP service territory; 

Direct outreach to existing trade allies that specifically target schools for the Program; 

Website content at uesaz.com providing Program information resources, contact information, and 
links to other relevant service and information resources; 

Customer care representatives will be available to answer any questions regarding the Program; 
and 

Presentations by the Program Manager and Implementation Contractor specifically targeted to 
schools. 

0 

0 

Program Implementation Schedule 
The Program will be implemented immediately upon Arizona Corporation Commission approval. 
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Measurement, Evaluation. and Research 
TEP will adopt a strategy that calls for integrated data collection that is designed to provide a quality data 
resource for program tracking, management and evaluation. This approach will entail the following 
primary activities: 

0 Database management As part of program operation, TEP will collect the necessary data 
elements to populate the tracking database and provide periodic reporting. 

Intemated implementation data collection - TEP will work with the Implementation Contractor to 
establish systems to collect the data needed to support effective program management and 
evaluation through the implementation and customer application processes. The database 
tracking system will be integrated with implementation data collection processes. 

Field verification - TEP will conduct field verification of the installation of a sample of measures 
throughout the implementation of the Program. 

Tracking of savings using deemed savings values - TEP will develop deemed savings values for 
each measure and technology promoted by the Program and periodically review and revise the 
savings values to be consistent with program participation and accurately estimated the savings 
being achieved by the Program. 

0 

0 

0 

This approach will provide TEP with ongoing feedback on program progress and enable program 
management to adjust or correct the program so as to be more effective, provide a higher level of service, 
and be more cost beneficial. Integrated data collection will also provide a high quality data resource for 
evaluation activities. 

Quality Assurance and Control 
Training on program rules and installation guidelines will be provided to interested contractors. 
Contractors will be made aware that their work may be inspected pre or post installation and that 
customer feedback on their performance will be solicited. The implementation contractor will randomly 
inspect at least 10% of all jobs to verify fixture counts, hours of use and functionality of the installed 
equipment. 

S 
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Program Costs and Benefits 
Table 1-2. Measure Savings. Incentive Level. and Particbation. Benefit-Cost 

1 329674 I 2.98 
Custom Measures 

Split Air Conditioners 

StandardT8 Lighting 1 72 I 0.02 

I 6 I 3.16 I -  $6,535/custo 
mer 

$880/unit 1 - 1 - 1 1.04 

$880/unit 1 - I -  1 1.80 

$27/fixture 40 1.27 
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TEP School Facilities Program 

Premium T8 Lighting 152 0.06 $59/fixture 160 

Appendix G 

2.20 

2012 $78,158 $52,287 $6,9 14 $14,507 $6,075 $157,941 $341,881 3.1 
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APPENDIX H: 
BEHAVIORAL 

COMPREHENSIVE 
PROGRAM 



Pronram Description 

In its desire to increase savings yields from Demand-Side Management (“DSM’) programs, Tucson 
Electric Power Company (‘TEP”) is taking several approaches: introducing new programs and measures 
to existing programs, and increasing participation in existing programs. Behavior based programs have 
elements of all of these approaches. 

Behavioral programs are designed to affect habitual behaviors like turning off lights or adjusting the 
thermostat, purchasing behaviors such as buying efficient lights and appliances and the behavior of 
participating in utility DSM programs. The new Behavioral Comprehensive programs target specific and 
relevant efficiency recommendations to each customer, including information about key energy efficiency 
programs, making it easier for each customer to take action on the recommendations and programs most 
relevant to them. 

The types of behaviors to be influenced include: 

0 Habitual behaviors 

>> Adjust thermostat setting 
>> Adjust water heater set point 
>> Unplug appliances or use smart strips 
>> Turn off unnecessary lights 
>> Run dishwasher only when full 
)> Wash clothes in cold water 
>) Line dry laundry 

Small purchasing and maintenance behaviors 

>> 

)> 

>> 

>> 

)> W A C  maintenance 
>> Clean refrigerator coils 

0 

Purchase install and program a programmable thermostat 
Purchase and install faucet aerators and low flow shower heads 
Purchase and install compact fluorescent light bulbs 
Request home energy audit to improve EE 

0 Larger purchasing decisions 

>> 

>> 

>) 

>> 

Purchase an ENERGY STAR appliance 
Install extra insulation and implement air sealing to make home more EE 
Install EE windows and doors 
Purchase higher EE heating and cooling system 

TEP will influence these behaviors through a suite of initiatives including: 

0 

0 

0 

Home energy reports (filed previously); 

Direct canvassing - a grass roots, door to door approach; 

K-12 education, harnessing the enthusiasm of kids and the community focal point of schools to 
mobilize for energy efficiency; 

1 



In home energy displays (pilot) providing customers feedback on their energy use; and 

Community Education - enhancing the efforts of community organizations with hands on training 
for efficiency mentors and community members. 

Program Obiectives and Rationale 
Technology-based energy efficiency achieves only a fraction of total efficiency potential. The barriers to 
wider spread implementation of energy efficiency are sociological not technological. In fact, in recent 
Federal testimony, the American Council for an Energy-Efficient Economy (“ACEEE”) stated that recent 
studies suggest that: 

I ‘ .  . .the potential behavior-related energy savings in the residential sector alone represent roughly 25 
percent of current residential sector energy consumption. ” 

Capturing a larger fraction of energy efficiency potential requires behavior change. Recognition of 
behavior change as efficiency potential is essential to the evolution of utility energy efficiency programs. 
Efficiency programs will need to integrate behavior change strategies into their DSM portfolios in order 
to fully realize their achievable potential. 

There is much utility interest in behavior based initiatives as is evidenced by significant increase in the 
number and attendance of events taking place in this nascent field. Data is accumulating that show the 
real and measurable savings to be had through behavior based initiatives. That being said, some behavior 
based programs represent a divergence from the historical approach to energy efficiency program design, 
implementation and evaluation and care must be taken to design programs that will generate verifiable 
savings that will sustain the rigor of evaluation protocol. 

Behavioral science-based marketing, data analytics, and cutting-edge software are the tools being applied 
in this program to broadly and deeply engage utility customers. Utility based behavior initiatives can be 
categorized into 4 broad categories: Mass MedidSocial Media, Community Based Social Marketing, 
Feedback and Competitions. TEP’s proposed plan includes aspects of all of these. 

The primary barriers to wider spread implementation of this approach are: 

Efficiency is invisible; 

Most people when asked if they want to save energy will say yes. Often they think they are 
already doing what they can to be energy efficient; 

Not knowing what to do, or what to do fist; 

Not knowing where to obtain energy efficient products and services; 

Perceptions of cost, financial constraints; 

Doubt regarding the ability to make a significant difference in energy use/cost; 

Methodologies to measure savings through behavioral initiatives are not widely known; and 

Questions regarding the persistence of savings from behavioral initiatives. 

2 
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Some of the major objectives from this program are to: 

0 

0 

Generate significant savings for DSM portfolio objectives; 

Develop relationships with TEP customers leading to other areas of participation in TEP’s 
portfolio of DSM programs; 

0 Promote efficient building operations; 
0 

0 

Lower energy bills for the consumer; and 

Plant seeds for future energy users through school and community outreach. 

Target Market 

Behavioral initiatives apply to all TEP customers. They can be targeted at homes and/or businesses. The 
focus for this effort is on behavioral change within residences. 

Program Eligibility 

All TEP residential customers will be eligible for the overall program. Some measures however are 
targeted specifically for certain groups. As an example Direct Canvassing is designed primarily as an 
outreach program for neighborhoods difficult to reach with traditional messaging. 

Current Baseline Conditions 

While consumer attitudes and awareness regarding the impacts of our energy use and the potential of 
energy efficiency are increasing, and an ever increasing percentage of people express a willingness to take 
action, there is often confusion about energy efficiency terms, what concrete steps can be taken and how 
much of an impact they will have. Awareness of and favorable attitudes toward energy efficiency in 
general do not necessarily correlate with intentions to purchase specific energy efficient products or take 
particular energy efficient actions. There is also typically a significant gap between awareness and action 
that must be addressed through specific targeted actionable messages. Many people believe they are 
“doing all they can” while the reality is they could easily do more. 

“Consumers have been conditioned to think that their driving habits are the best way to help the 
environment. They have not realized that the biggest thing they can do is use less electricity and be more 
energy efSicient” 4 h e l t o n  Research Group 

Products and Services 
Behavior programs are made up of the Home Energy Reports Program, filed separately and the Behavior 
Comprehensive Program which is made up of several unique initiatives as follows: 

0 Direct Canvassing 

0 K- 12 Education 
0 

0 Community Education 

0 CFLGive-Away 

In Home Energy Display - Pilot 

Each initiative is described in some detail in the succeeding sections. 
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Deliverv Strategy, Incentive ProcessinP and Administration 

Doug McKenzie-Mohr, PhD, is an environmental psychologist and a leading expert in the design of 
programs to promote sustainable behavior. Dr. McKenzie-Mohr, a noted pioneer and expert in behavior 
based energy efficiency initiatives, suggests the following steps in designing a successful behavior based 
campaign: 

0 Identify barriers and benefits 
0 

0 

0 Implement 

0 Evaluate 

Develop strategies using behavior change tools 

Pilot the initiative as a carefully designed experiment and refine according to findings 

As outlined throughout this section, this plan follows that path. In addition to being new, behavior based 
programs are relatively unique and require specialized expertise to implement. Accordingly, TEP put out 
an RFP for behavior based implementation providers and all of the five behavior based approaches are 
being delivered by separate implementation contractors. At the writing of this filing, all implementation 
contractors had not yet been selected. 

I.A.l.1 Home Energy Reports 
This approach, Home Energy Reports, a part of the Behavioral suite of programs, was filed separately. 

I.A.1.2 Direct Canvassing 
The direct canvassing initiative is a grass-roots, door to door approach to inducing behavior change for 
energy efficiency. Volunteers from local community organizations are trained and deployed to go door to 
door and talk to customers about energy efficiency. Two CFL bulbs are left behind with the customers as 
well as program materials for appropriate TEP DSM programs. This approach capitalizes on the 
sociological research which shows people are more likely to take action when the information is delivered 
by a trusted source, such as a member of their own community. 

I.A.1.3 K-12 Education 
The K-12 Education approach is an extension of the existing TEP education program. In this approach, in 
addition to energy based class room curriculum, students will be instructed in energy saving approaches 
that can be implemented in their homes. Students will be provided a take home kit which includes several 
energy saving devices such as CFL's, refrigerator thermometers and educational materials regarding 
actions that can be taken to reduce energy use. 

I.A.1.4 In-Home Disphy Pilot 
The In-Home Display Pilot Program works by providing a digital display that show customers their 
individual current cost of energy in cents per hour and their cumulative cost for the month. The program 
makes customers aware of their energy consumption with instant, easy to access information. It also 
allows them to monitor changes in household energy usage as they choose behavioral modifications 
suitable for their individual lifestyle. The concept is simple: once customers are able to identify energy 
savings after making behavioral modifications, sociological instincts take over and customers are induced 
to use less energy. Providing feedback in this and other forms such as home energy reports have been 
demonstrated to provide real and measurable savings. TEP will evaluate and report any reduction in 
energy consumption and will recommend continuation of the program pending positive results showing 
this as a cost-effective option producing measurable energy savings. 
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I.A.1.5 Community Education 
The Community Education Program will engage community groups and work with public entities with 
“train the trainer” hands-on energy efficiency seminars. Community trainers will be given a broad based 
review of energy, efficiency and comfort principles. This creates a level of understanding which dovetails 
into identifying specific actions and behaviors to reduce energy consumption at home, work or play. 
Community groups such as the Metropolitan Energy Commission, the Sonoran Environmental Research 
Organization, and other neighborhood organizations are engaged both to identify mentors to be trained 
and to schedule sessions led by these mentors for community members on a grass roots level. The 
seminars include hands-on training with a wide sample of materials such as weather stripping, low flow 
showerheads, caulk or foam sealant, CFL’s, etc. provided to participants. Energy savings are attributed to 
the direct install items included in the seminar materials for neighborhood participants. Efforts to 
coordinate neighborhood sessions with school curriculum activities or to reinforce direct canvassing 
initiatives will aid the adoption and retention of energy efficient behaviors. 

I.A.1.6 CFL Give-Away 
The Compact Florescent Light Give-Away program will complement TEP’s presence at community 
events, its overall education and outreach efforts, and efficiency messaging. Free compact fluorescent 
light bulbs will be made available at community events and to community organizations such as those 
involved in our Community Education Program. Flexibility to add methods and develop partnerships to 
aid in the distribution of these bulbs is a program design element which will enhance program 
effectiveness over its lifespan. 

Program Marketing and Communication Strategy 

Marketing of the behavior approaches will be handled by the implementation contractors and coordinated 
with TEP’s overall messaging to reinforce the effectiveness of the behavior programs. The Behavioral 
Comprehensive program will be a key part of our overall consumer awareness campaign and be marketed 
through both traditional and non-traditional channels. Each approach will also involve a unique strategy: 

Home energy reports will be offered in an opt out approach; in other words, participants will be 
chosen at random. The program is a tool to educate and encourage behaviors like participating in 
other programs. 

The recipients of the direct canvassing approach will be chosen by TEP based on criteria 
regarding which demographic group is wished to be reached. Those who receive direct 
canvassing will be limited to the demographic group or geographic area designated by TEP. The 
program will be marketed for widespread community awareness in advance. 

The K-12 Education approach involves sending students home with energy conservation kits. 
Those who receive the kits will be those who receive the energy curriculum provided by the 
implementation contractor. The program will not be marketed through traditional channels. 
Effort will be made when possible to coordinate the school program with other outreach efforts in 
the same neighborhood. 

The in home display pilot program will take an additional advantage of the web portal displays 
provided to 600 participants in the direct load control program, 200 customers in this group will 
also receive a separate in home display which is always available for the family to look at. These 
customers will be chosen at random. The program will not be marketed through traditional 
channels. 

Community education seminars will be channeled through public and social organizations in 
order to maximize the effectiveness of the energy efficiency outreach efforts of those 
organizations. The program will not be marketed through traditional channels. 

0 

0 

0 

0 
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The CFL Give-Away program will provide up to 150,000 free compact fluorescent light bulbs per 
year to TEP customers at community events, through community organizations and additional 
efforts. Marketing messages are anticipated in conjunction with other programs and through 
traditional channels. 

Prorrram Implementation Schedule 

Table 1-lshows the estimated timeline for key program activities by quarter. 

Measurement, Evaluation. and Research Plan 
TEP will conduct an evaluation of Program participants to assess the effectiveness of behavior program 
initiatives. TEP will determine how effective the initiatives have been in encouraging customers to make 
behavioral changes that save energy and how effective the initiatives have been in encouraging 
participation in other available EE programs. TEP will also measure energy savings of to determine which 
of the initiatives are most effective. Results will be analyzed and Program design refined according to 
findings. Other similar behavioral applications may also be analyzed in the future to take advantage of 
new found insights. 

In recognition of the fact that behavior based initiatives must provide a highly reliable evaluation 
protocol, we have proactively designed one that gets at the key issues of: 

0 Boomerang effect: Low-energy users may respond to the usage feedback and neighbor 
comparison by increasing energy consumption. 

GrowtWdecay effect: Over time the treatment effect may evolve, perhaps growing (energy 
savings increases), perhaps decaying. 

Treatment persistence: Energy savings may persist after termination of treatment. 

Rebound effect: 
renewed treatment with a savings “bounce”. 

0 

0 After an extended period without treatment a household may respond to 

In order to accomplish this, the pilot design for Home Energy Reports includes setup of test and control 
groups: 

0 

0 

Divide targeted population into two statistically equivalent groups 

Verify Groups: Verify no historical difference in usage between test and control groups Deploy 
the strategy to test group only, no action taken with control group 

Measure Impact: Compare average energy use pre and post reports for both groups 0 

TEP will evaluate the energy savings from other behavioral initiatives by using a third party evaluator 
experienced in evaluating behavioral initiatives. 
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Quality Assurance and Control 

The initiatives will be delivered by implementation contractors. Implementation contractors each have 
internal QC protocols appropriate to their specific approach. The implementation contractors will be 
managed and quality assurance will be maintained by the program administrator. Customers will be 
surveyed and spot checks made to assure quality program delivery 

Program Costs and Benefits 

K-12EducationKit 1 142 1 0.01 1 $20/home I 6,000 1 6,000 I 2.86 
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Prowam Description 

The Tucson Electric Power Company (“TEP”) Distributed Generation Pilot Program (“DG Program”) is a 
proposed Joint Utility Program to be implemented in cooperation with Southwest Gas Corporation 
(“Southwest Gas”). Distributed Generation (“DG’) is defined as “the production of electricity on the 
customer’s side of the meter, for use by the customer, through a process such as CHP.”’ CHP is defined 
as “combined heat and power, which is using a primary energy source to simultaneously produce 
electrical energy and useful TEP proposes this Program as a pilot to assist in developing methods 
and procedures for future joint utility programs with Southwest Gas or other utilities. 

0 TEP proposes to provide support for the existing Southwest Gas DG Program (Decision No. 
69917 (December 27, 2007)) by sharing costs for marketing and outreach, training, and design. 
Specifically, TEP would pay up to 10% of the design costs for a CHP installation. This design 
assistance would only apply to installed projects. 

TEP will cooperate with Southwest Gas on marketing and outreach strategy to maximize 
marketing and outreach expenses. 

TEP proposes a 2011 budget of $74,800 for marketing and outreach, training, and design 
assistance for the Program. 

0 

Promam Obiectives and Rationale 
The primary goal of the Program is to provide support for the existing Southwest Gas DG Program, 
specifically for CHP projects. The market potential for CHP is substantial and could contribute 
significantly to energy conservation in Arizona, and could accrue significant societal and customer 
benefits as well. CHP is an affordable, clean, and reliable piece of the puzzle for meeting Arizona’s 
energy needs and should be considered a key component to economic strategies. 

Target Market 

In order for a CHP project to be cost effective a CHP unit must generate the right electrical and thermal 
loads to meet a specific facility’s energy needs. A facility utilizing boilers may be able to offset the 
natural gas used to operate the boilers by using the waste heat generated by a CHP unit. Typical facilities 
that are excellent candidates for a CHI? application include: 

Hospitals with central boilers 
0 

0 

0 

Hotels and apartment buildings with central boilers 

Manufacturing or processing facilities with central boilers or process heat needs 

Universities and colleges with central boilers for heating or domestic hot water 

The program will focus on large commercial and industrial customers with the potential to utilize CHP 
applications. 

Promam Eligibility 

Customers must receive electric service from TEP and natural gas service from Southwest Gas to be 
eligible for participation. To qualify for rebates, customers must complete a preliminary feasibility study. 
The preliminary feasibility study is necessary to identify those customers that are good candidates for a 

1 Arizona Administrative Code R14-2-2401 
ibid 
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CHP system. To help customers obtain the preliminary feasibility study, Southwest Gas and TEF' will be 
working with the U.S. Department of Energy Intermountain Clean Energy Application Center, which 
offers the studies at no cost. 

Products and Services 

TEP will provide joint marketing and outreach in cooperation with Southwest Gas. In addition TEP will 
pay up to 10% of design costs for installed CHP projects, and will also provide engineering expertise for 
interconnection design. 

Deliverv Strategy, Incentive Processing, and Administration 

Program delivery, incentives and administration will be provided by Southwest Gas through its DG 
Program. TEP will assist with marketing and outreach, design assistance, and interconnection design 
expertise. TEP will assign an in-house program manager to coordinate joint Program delivery with 
Southwest Gas. 

Program Marketing and Communication Strategy 

The marketing and communications strategy will be primarily designed by Southwest Gas through its 
existing DG Program. TEP will coordinate and assist with marketing and outreach as needed. 

Promam Implementation Schedule 

The Program will be implemented immediately upon Arizona Corporation Commission approval. 

Qualitv Assurance and Control 
Quality assurance will be provided by Southwest Gas as part of its DG Program. 

Measurement. Evaluation and Research 

Measurement, evaluation and research will be provided by Southwest Gas as part of its DG Program. 

Program Costs and Benefits 

1 7,200,000 1 900 1 $O/facility 1 1 1 1 1 8.53 
Power 
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Table 1-3. Environmental Benefits 

2012 I 7,055 1 9.52 I 8.26 I 141,095 1 190 1 165 
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TEP Measure Appendix - Appendix J r 
This information has been provided to ACC Staff via electronic copy on a separate excel file and is available 
upon request to interested parties. 

2 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

BEFORE THE 

:OMMISSIONERS 
iARY PIERCE - CHAIRMAN 
IOBSTUMP 1 
lANDRA D. KENNEDY 
’AUL NEWMAN 
lRENDA BURNS 

ARIZONA 

N THE MATTER OF THE APPLICATION OF ) DOCKET NO. E-01933A-11-0055 
VCSON ELECTRIC POWER COMPANY FOR 
LPPROVAL OF ITS 20 1 1-20 12 ENERGY 

) 
) NOTICE OF FILING UPDATED 

:FFICIENCY IMPLEMENTATION PLAN. 1 
) 

INFORMATION IN SUPPORT 
OF 2011-2012 ELECTRIC 

ENERGY EFFICENCY 
IMPLEMENTATION PLAN 

j 
) 

Tucson Electric Power Company, through counsel undersigned, hereby files the attached 

Jpdated Information in Support of its 20 1 1-20 12 Electric Energy Efficiency Implementation Plan 

“EE Plan”) that was filed with the Arizona Corporation Commission on January 3 1,201 1. The 

ipdates to the EE Plan relate to the following topics: 

0 Residential Financing Program 

0 Budget 

0 Portfolio Savings 

a Authorized Revenue Requirement True-Up 

0 DSM Adjustor 

RESPECTFULLY SUBMITTED this 22nd day of August 201 1. 
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Bradley S. Carroll, Esq. 
Tucson Electric Power Company 
One South Church Avenue, Suite 200 
Tucson, Arizona 85701 

Attorneys for Tucson Electric Power Company 

Original and 13 copies of the foregoing 
filed this 22nd day of August 201 1 with: 

Docket Control 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Copy of the foregoing hand-deliveredmailed 
this 22nd day of August 201 1 to: 

C. Webb Crockett 
Patrick J. Black 
Fennemore Craig, PC 
3003 North Central Avenue, Suite 2600 
Phoenix, Arizona 85012 
Attorneys for Freeport-McMoRan and AECC 

Jane Rodda, Administrative Law Judge 
Hearing Division 
Arizona Corporation Commission 
400 West Congress 
Tucson, ~r izona  8570 1 

Charles Hains, Esq. 
Scott Hesla, Esq. 
Legal Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Steve Olea, Director 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
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UPDATED LNFORMATION IN SUPPORT OF 
2011-2012 ELECTRIC ENERGY EFFICIENCY 

IMPLEMENTATION PLAN 

DOCKET No. E-01933A-11-0055 

AUGUST 22,2011 I 



Updated Information In Support Of 20 1 1-20 I2 Electric Energy Efficiency Implementation Plan 

Summary of Updated Information 

Tucson Electric Power Co. (“TEP” or “Company”) has prepared this document in support of its 
proposed 20 1 1-20 12 Electric Energy Efficiency Implementation Plan (“EE Plan”) that was filed with the 
Arizona Corporation Commission (“Commission”) on January 31,201 1. The purpose of this document 
is to provide updated information that the Company believes is important in order for the Commission to 
complete its analysis prior to approving the EE Plan.’ 

There are five primary updates contained herein as follows: 
1 
I 

I. RESIDENTIAL FINANCING PROGRAM 

At the request of the Commission, TEP continued its efforts to locate a local lender for the 
Residential Financing Program and recently selected Vantage West Credit Union as the lending 
partner. The change in lending partners resulted in significant budget reductions from those filed 
in the original EE Plan filed with the Commission. Changes to this program are included in the 
red-lined filing of Exhibit 1. The comparison below shows the anticipated spending for 201 1 - 
2012. 

11. BUDGET 

The delay in timing for approval of new programs and additional program measures and 
continuing economic forces have altered the estimated budgets resulting in an $8 million 
reduction. TEP provides the following budget comparison for Commission review: 

When TEP filed its EE Plan on January 31,2021, it anticipated Commission approval of the EE Plan in June 2011. The delay 
in the timing for approval has significantly altered anticipated participation in 2011 and has resulted in other changes as set 
forth herein. The changes set forth herein anticipate that the EE Plan will be approved by the Commission in time to be 
implemented on October 1,2011. For the convenience of the Commission, TEP has provided (where appropriate) side-by-side 
comparisons of the original EE Plan to the updated information. 



Updated Information In Support Of 201 1-2012 Electric Energy Efficiency Implementation Plan I 
111. PORTFOLIO SAVINGS 

The delay in timing has altered the estimated savings for 201 1 and 2012 as shown below: 

IV. AUTHORIZED REVENUE REOUIREMENT TRUE-UP (“ARRT”1 

Due to the reduction in savings, the calculation for the ARRT has also been reduced, as shown 
below: 

V. DSM ADJUSTOR 

The DSM adjustor must be modified due to: (i) the decrease in program budgets and ARRT and 
(ii) the reduced timing for collection. TEP has provided a summary of information on the DSM 
adjustor request in the table below: 

This updated information does not alter any other component in the original EE Plan document and TEP 
respectfully requests that the Commission approve its EE Plan, as supplemented herein, as expeditiody 
as possible. 

i 

I 
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Updated Information In Support Of 201 1-2012 Electric Energy Efficiency Implementation Plan 

I 

I I. Residential Financing Program 
I 

TEP has designed a proposed Energy Efficiency Residential Financing Pilot Program (“Pilot Program”) 
to provide customers with the funds needed to make cost-effective energy efficiency upgrades to their 
homes. 

Initially, TEP planned to develop partnerships with Pennsylvania Treasury, as it appeared to be the only 
lending partner available to meet many requests that surfaced during the UNS Gas program 
development. After receiving requests from Commission Staff and local community members to 
continue investigation of alternative Arizona-based lenders for the TEP Program, and after resolving 
contract issues with the planned lending partner, suitable loan programs for all three companies were 
negotiated with Vantage West Credit Union. The loan programs for the three companies: (i) are nearl-j 
identical; (ii) are very similar to UNS Gas loan program approved by the Commission in Decision No. 
72062 (01/06/2011); (iii) have improved functionality of loan loss reserve and interest rate buy-down 
accounts; and (iv) and have reduced costs. 

Due to the later date now anticipated for Commission approval of the EE Plan, TEP has updated the 
estimated 201 1 and 2012 budget to represent both the reduced costs associated with the Vantage West 
Credit Union partnership and the anticipated launch date for the Pilot Program. Updated budget details, 
a full Pilot Program description, and a red-line version of the original Financing Program are included in 
Exhibit 1. 

11. Budget 

As a result of the reduced costs associated with the re-design of the Pilot Program, and the delay in 
timing for approval of new programs and additional Pilot Program measures, TEP has reduced its 2U11 
EE Plan budget. TEP has also made some minor modifications to its participation estimates for 2012 
due to continuing economic forces, resulting in some budget modifications for 2012. The combined 
result for 201 1-2012 is an $8 million reduction from the original EE Plan. The changes in budget by 
Pilot Program are shown in Exhibit 2. 

111. Portfolio Savings 

Due to the delay in timing and modifications in participation estimates as mentioned above, TEP has 
altered its estimated savings for 2011 and 2012. These modifications in savings estimates by Pilot 
Program are shown in Exhibit 3. 

IV. ARRT 

Due to the reduction in savings, the calculation for the ARRT has also been reduced. TEP is now 
requesting approval to collect approximately $16.8 million in ARRT. Table IV-A below provides 
information on the ARRT by rate class. 
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Updated Information In Support Of 20 I 1-2012 Electric Energy Efficiency Implementation Plan 

Table IV-A ARRT by Rate Class I 

I I , . ’ .  , . .  . . .  Y 

Updated Information I $9,495,233 I $5,460,027 I $957,772 I$652,188 I$203,158 I $16,768,378 

I 

The ARRT, attached as Exhibit 4, shows the monthly and annual results of this calculation by rate class 
for calendar years 201 1 and 20122. 

I 
V. DSM Adjustor 

I TEP seeks to update two components within its DSM Surcharge: (i) program cost recovery; and (ii) 
ARRT. TEP is not proposing any changes to the DSM Performance Incentive from the EE Plan. 
Specifically, TEP is requesting approval to collect $43 million in DSM program costs for 201 1-2012, a 
$16 million pre-tax DSM performance incentive for 2011-2012, and $17 million in ARRT for 201 1- 
2012. 

i 
I 

TEP requests that the 201 1-2012 EE Plan and the updated 201 1-2012 DSM Tariff as attached herein be 
approved in order to be implemented on October 1,201 13. 

TEP has included a revised tariff in Exhibit 5 that complies with A.A.C. R14-2-2406(A). Additionally, 
because of the delayed implantation date, TEP requests that the existing DSM adjustment mechanism be 
approved for implementation effective October 1,201 1 through December 31,2012, in order to ensure 
just and reasonable rates. 

Additional details and the elements of the Company’s proposed Demand-Side Management Surcharge 
(“DSMS”) for October 1,20 1 1 through December 3 1 , 20 12 can also be found in the attached Exhibit 5. 
At this time, it is anticipated that the DSMS required to implement the updated 201 1-2012 EE Plan will 
be approximately $0.006343 per kWh based on forecasted retail sales from October 1, 2011 through 
December 31, 2012.4 The average impact to a residential customer will be $5.58 per month. 

These projections are based on TEP‘s best estimates of market penetration for each program. TEP will recover the ARRT 
through the DSM Surcharge and will be reset coincident with the effective date of applicable changes to the Company‘s rates 
or eliminate this incremental portion of the DSM Surcharge in conjunction with the approval of revenue decoupling in a 
manner that will not leave a gap or result in double recovery. 
3 TEP assumed an October 1, 2011 effective date in calculations for the Demand Side Management Surcharge (“DSMS”) but 
will file as a compliance item a revised DSMS using the actual effective date for the new surcharge following Commission 
approval. 

TEP has assumed the DSMS of $0.001249 will remain in effect through September 31,201 1. 
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TEP Residential Energy Efficiency Financing Pilot Program (Updated) 

Exhibit 1 
- _ _ _ _ _  - _ _  __ __ ___ ___ ____ - - - _ _ _ _  - __. 

Promam Descrktion 

Tucson Electric Power Co. (“TEP” or the “Company”) has designed a proposed Energy Efficiency 
Residential Financing Pilot Program (“Program”) to provide customers with the capital needed to make 
cost-effective energy efficiency upgrades to their homes. TEP believes that a two year pilot program will 
allow sufficient time for the Company to evaluate the Program, including participation, default rates, and 
overall value to customers. TEP’s proposed Program elements include: 

Loan commitment of $2,000,000 per year for two years; this will provide approximately 424 
loans per year based on an average $4,722 loan amount; 

Loans available only on energy efficiency measures meeting the Commission-required cost- 
effectiveness test; 

Low interest rates provided by a combination of an interest rate buy-down and a 10% loan loss 
reserve account; 

Limited ratepayer exposure to default risk (1 0% of the loan commitment); 

Funding provided through an approved Demand-Side Management (“DSM”) surcharge 
charged to residential customers; 

Affordable residential financing for energy efficient measures; 

Convenient customer access to and repayment of the financing; 

Standard finance product offering for all eligible, approved borrowers; 

Leveraged financing; 

Accurate Truth-in-Lending notifications and billing to customers provided by an experienced 
third party lender; and 

Community involvement in forming and marketing the Program. 

TEP proposes to increase DSM surcharge for residential customers by $0,00018 per kWh to fund the 
Program during the two year pilot program. The average annual cost to each residential customer would 
be $1.90. 

It should be noted that UNS Gas, Inc. ((‘UNS Gas”) (an affiliate of TEP), requested a program nearly 
identical to the one requested herein for TEP. The UNS Gas program was approved in Arizona 
Corporation Commission (“Commission”) Decision No. 72062 (January 6, 201 1). After receiving 
requests from Staff and local community members to investigate alternative Arizona-based lenders for the 
TEP and UNS Electric, Inc. (“UNS Electric”) programs and after experiencing contract issues with the 
prior lender for the UNS Gas program, suitable loan programs for all three companies were negotiated 
with a local credit union. The loan programs for the three companies are nearly identical, are very similar 
to loan program approved under Decision No. 72062, have improved hnctionality of loan loss reserve 
and interest rate buy-down accounts, and have reduced costs. 

Program Obiectives and Rationale 

TEP believes that the Program’s financing options to help cover the costs of energy efficiency measures 
will improve customer participation in energy efficiency programs and expand the pool of customers that 
can afford to participate in those programs. Although other vendors offer financing for their own 
individual products, the Program’s comprehensive approach to home energy upgrades cuts across several 
potential products and includes efficiency measures not traditionally financed, such as air and duct 
sealing. 



TEP Residential Energy Efficiency Financing Pilot Program (Updated) 
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Prior to designing the Program, TEP developed key objectives for the Company’s implementation of a 
financing program. The following three objectives stood out from the rest as fundamental in order for 
TEP to provide a financing option: 

The program design must eliminate the utility from any Truth-in-Lending Law regulation 
implications; 

The program must provide a reasonable amount of funds at a reasonable interest rate and with a 
low initial investment; and 

Energy efficiency measures that qualify for TEP financing must have met the Commission’s cost- 
effectiveness test. 

With these objectives, TEP hired Harcourt Brown Energy and Finance ((‘Harco~~rt Brown”) to assist with 
the evaluation, negotiations, and design of the Program. TEP, selected a Third Party Financing model 
secured by a combination of a 10% loan loss reserve account and an interest rate buy-down, all funded 
from the DSM Surcharge, as the best program offering. 

Tawet Market 

The target market for this Program is any residential customer in TEP’s service territory who owns their 
home. Financing is available for installation of approved and cost effective DSM energy efficiency 
measures. 

Propram EliPibility 

Eligible properties include single-family ( I  to 4 unit), owner-occupied homes. 

Current Baseline Conditions 

The primary program available for comparison is offered through Fannie Mae. Fannie Mae utilizes an 
unsecured loan program structured in a similar manner to TEP’s. Fannie Mae’s base interest rate is 
14.99% compared to the 7.99% available through the TEP Program. The programs offered by Arizona 
Public Service Company (“APS”) and Southwest Gas Corporation (“Southwest Gas”) are expected to 
have base interest rates of 6.5% to 8.5%. 

Products and Services 

Harcourt Brown evaluated the following parameters before recommending the most beneficial program to 

sources of capital; 

interest rates; 

loan terms; 

loan types and amounts; 

risk management; 

program integration; 

ease of use; 

repayment billing; and 

equitable funding. 
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TEP, with guidance from Harcourt Brown and input from Commission Staff and community leaders, 
considered several financing models and completed discussions with numerous entities nationwide before 
determining the most beneficial financing model for customers. The model selected by TEP uses Vantage 
West Credit Union (“VW or “Lender”), an Arizona-based company, as the third party lender. The loans 
will be leveraged by a 10% loss reserve account as well as an interest rate buy-down fee. All funding will 
be provided by a DSM Surcharge applied to residential customers of TEP. 

The Program will offer energy efficiency loans to TEP customers who are seeking financing for the 
energy efficiency improvements to their homes. Loan proceeds can be used for energy efficiency 
measures that have been approved by the Commission. 

The Program is designed to provide an equitable and comprehensive approach to the financing of energy 
efficiency improvements in existing homes. TEP is proposing $2,000,000 in overall loan commitments to 
this Program for two consecutive years as a pilot program. TEP believes the size of this loan commitment 
is sufficient based on the number of customers in its service territory and the limited DSM energy 
efficiency measures available for customers at this time. 

TEP evaluated the funding levels and cost to the customer, as shown in Table 1-1 below. TEP assumed 
an average loan size of $4,722 and a maximum term of 10 years in these calculations. Actual amounts 
will vary by loan size and terms. The 2011 total loan amount , interest rate buy-down and loan loss 
reserve is significantly reduced due to the delay in program approval and the anticipated launch to 
customers in November 20 1 1. 

Table 1-1. Funding Levels and Cost to Customer 

$2,000,000 I 424 I $200,000 I $79,995 I $442,645 I 
* Assumes average loan size $4,722 at max % buydown 
** Assms maximum 10 vear term 
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Note: TEP proposes that the DSM Surcharge necessary to fund this program be collected only from 
residential customers, as the loan instruments described are restricted to residential customers. 

Table 1-2. 2011-2012 Cost to Customer 

2% 

4% 

I $585,460 I 3,726,945,671 I $0.00016 I 345,445 1 10,7891 $1.69 I 

~ 

$0.020 $0.020 
$0.040 $0.040 

Program Fundinp and Terms 

The proposed Program operates as follows: 

1. VW will be the Lender that originates, services, and holds the Program loans until maturity. 
VW has committed to make loans according to basic underwriting terms, including approving 
borrowers with a Fair Isaac Corporation (“FICO) credit score of 640 or higher. Borrowers 
may be granted up to 10 years repayment. For all approved loans, the interest rate will be 
7.99%0, fmed for the life of the loan. Interest rates will not vary due to loan size, term, or 
credit score and there will be no prepayment penalty. 

2. Additional terms will be contractually delineated between VW and TEP. 

3. TEP will set aside funds through a loan loss reserve account (1 0% of committed loan value) 
and an interest rate buy-down account (4% of committed loan value). 

4. TEP’s role in this process will be to provide the loan loss reserve and interest rate buy-down 
accounts, to support lending. Funding will be collected through the DSM surcharge from 
TEP residential customers. TEP will not service or originate the loans. 

Interest Rate Buy-down 

The interest rate buy-down referenced above is necessary to offer a rate competitive with those rates 
offered in other utility financing programs in the State. The programs offered by APS and Southwest Gas 
have interest rates ranging from 6.5% to 8.5%. The loan interest rates will be bought down to 7.99%. 
The cost of the interest rate buy-down is dependent upon the FICO credit score of each customer. VW’s 
base rate is 1 1.99% (requiring a 4% buy-down) for customers with FICO scores of 640 to 679, and 9.99% 
(requiring a 2% buy-down) for scores of 680 and above. VW does not charge a premium to reduce the 
interest rates, so the cost of the reduction equals the percentage change by which the rate was reduced 
[i.e., if the rate is bought down from 1 1.99% to 7.99% (a difference of 4%) the cost to the Program for the 
reduction is only 4%]. Table 1-3 illustrates the two potential scenarios regarding the interest rate buy- 
down cost on a per-loan basis. Additional details are shown in Table 1-2 above. 

~ ~~~ I Buydown% I 5-Year Grn 1 10-Year Term I 
I 

2% I $94 I !?B4 1 
I I 4% I $189 I $189 

I 

I Buydown% I5-Year Term 1 10-Year Term I 
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Financing Amount Terms Interest Rate 
$4,722 10 Yr. 7.99% 

Exhibit 1 

Monthly Payment on 
Each $1.00 
$0.01 21 3 

Loan Terms 
TEP has worked with many lenders to develop the best loan terms for its customers. Optimal repayment 
terms, interest rates, fees, and application processes have been at the forefront of discussions. The terms 
must be negotiated and beneficial to both the lender and the customer, and meet various standards set 
forth by bank regulators. The loan terms available under the VW Program for the maximum term of 10 
years and the maximum loan amount of $15,000 is shown below: 

With the help of community-action groups as well as contractor marketing and TEP marketing, the 
Company believes that Program loan funds will be fully used each year. At this time, the only approved 
residential energy efficiency measures for the TEP territory is the high-efficiency air conditioner and heat 
pump exchange, duct sealing, air sealing, ceiling insulation and window fildshade screens. The 
anticipated participation discussed herein is based on the assumed participation in the Existing Homes 
Program approved by the Commission in Decision No. 72028 (December 10,20 10). 

While loan sizes are likely to vary, TEP estimates that 800 customers will choose to participate in the 
Existing Homes Program. TEP further estimates that only a percentage of those participants will install 
each energy efficiency measure. Details of the TEP methodology to determine the average loan size are 
demonstrated in Table 1-5. With the $2,000,000 loan commitment each year available through the 
Program, approximately 424 loans could be made in the service territory assuming an average loan size of 
$4,722. If the average loan size is smaller than this estimate, the number of loans will increase 
proportionately. 
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$ 935 I $ 448,800 
- ~ - - ~ " x  

Shade Screens 

1 $4,722 
Average Loan Size per 
Customer 

I__ 

Delivery Stratepy. Incentive Processinp and Administration 

The strategy for Program delivery and administration is as follows: 

0 Coordination between the Lender and TEP on all fund transfers will be managed in-house by a 
single TEP Program Manager; 

The Program Manager will also provide overall management, marketing oversight, planning and 
tracking of customer and contractor participation; and 

The Program Manager will coordinate all activities necessary to develop application forms and 
contractor training. 

0 

0 

Key partnering relationships will include: 

0 Community interest groups; 
0 

0 

W A C ,  insulation, and air sealing contractors trained in Program procedures; and 

The Arizona Energy Office, Pima Community College, or other industry experts to provide 
training, education and awareness. 

The Program will use contractors initially recruited for the Existing Homes Program, encouraging them to 
promote TEP financing when working with customers. TEP will provide an orientation of the Program 
which will outline Program requirements and contractors responsibilities as well as discuss reporting and 
data collection procedures. Contractors interested in participating in the Program must attend the 
orientation. 

Propram Marketing and Communication Stratew 

TEP will provide Program marketing and customer outreach and awareness through a range of strategies 
including: 

0 Promotions on the TEP website about the benefits of purchasing high-efficiency equipment and 
home performance measures; 
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0 

0 

0 

Promotion through contractors and through community interest groups; 

Providing information through TEP’s customer care center; 

Developing marketing pieces including brochures and other collateral pieces to promote the 
benefits of qualifling equipment, air sealing and duct sealing, and the financing program 
available to fund those measures; and 

Training and seminars for participating trade allies and contractors. 0 

The advertising campaign will communicate that high-efficiency systems and home performance 
measures will help reduce customer energy bills, provide equal or better comfort conditions, and are 
beneficial for the environment. 

Proeram Implementation Schedule 

TEP will continue working with VW on preparation of contracts, agreements, and other documents as we 
await Commission approval. TEP estimates the Program could commence within 30 to 60 days of 
receiving Commission approval. 

Measurement, Evaluation and Research Plan 

TEP will adopt an integrated data collection strategy designed to provide a quality data resource for 
Program tracking, management, and evaluation. This approach will entail the following primary 
activities: 

0 Database management: As part of Program operation, TEP will request the Lender to provide 
the necessary data elements to populate the tracking database and provide periodic reporting; 
and 

0 Data collection: TEP will establish systems to collect the data needed to support effective 
Program management, transfer of funds from TEP to the loan loss reserve accounts, 
reporting, and evaluation. 

Oualitv Assurance and Control 

Due to the risks inherent with this type of program, quality assurance and control will be a daily function 
of the Program Manager. In order to protect its customer’s interests, TEP plans to collect loan 
information prior to and after each loan closing, as it believes the best time to correct a mistake or avoid 
fraud is prior to the loan being funded. The information collected will not be used by TEP to approve the 
credit-worthiness of a borrower, but will be reviewed to ensure that: 1) each loan falls within what has 
been approved by the Commission; 2) Commission-approved measures axe the only items being financed 
by the loan; and 3) the loan proceeds are for work being performed by an approved contractor. 
Additionally, each signed Promissory Note and Disbursement Sheet along with a copy of the 
disbursement check will be collected to verify the loan was closed and funded as presented to TEP. 
Additional steps to keep a tight control on the portfolio are the requirements of daily, weekly and monthly 
reporting. Daily reporting will include daily viewing access to the Loan Loss Reserve and Interest Rate 
Buy-down Accounts, and notification of any defaults and charge offs. Lender will also provide TEP a 
past-due report on a weekly basis. Monthly reporting will be more extensive, with a full portfolio report 
provided to TEP. The monthly portfolio report will include the information TEP will need for accurate 
reporting and control of the Program. A monthly reconciled statement for the Loan Loss Reserve 
Account will also be required. 
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Program Costs and Benefits 

The budeet is detailed in Table 1-6. . In order to have a sufficient budeet to support the Propram 
should more loans fall into the 640-679 FICO score cateeory. the budeet is calculated usine the 4% 
interest rate buy-down. 

IMeasurement and Reporting 
Marketing Materials 
Joht Utilitv Coordination Transkrs 

-%P Internal Administration $50,000 $30,900 $80,900 
Measurement and Reporting $17,416 $21,777 $39,193 
Marketing Materials $36,399 $34,973 $71,372 
Joht Utility Coordination Transkrs $0 $50,000 $50,000 
Contractor Trammg Classes $25,000 $25.000 $50,000 kontractor Trammg Classes 

I $50.0001 $30.900 I 

$25.000 -1 
* 201 1 bud@ reduced due to delay in program approval and anticipated launch for Nov 201 1. I 

Upon maturity of the first set of loans (maximum of 10 years into the Program), the amount collected 
through the DSM surcharge for the next year will be reduced. At that point, the loan loss reserve account 
associated with the loans from the first year will be returned to the Program. The amount returned will 
equal the initial amount funded into the loan loss reserve account, plus interest accrued on the account, 
less any loan losses sustained. 

There is no direct benefit or savings from a residential financing program, but the total DSM Portfolio 
Cost for TEP will increase as a result of offering the Program. However the indirect benefit and savings 
is measured at the program level where individual energy efficiency measures are included. TEP believes 
the availability of financing for the Existing Homes Program will increase participation, and thus increase 
the resulting societal benefits and savings reported in the program. 

To compare the estimated annual savings to the estimated annual payments on the average-sized loan 
TEP provided examples of the customer benefit and savings from two likely scenarios from participation 
in the Existing Homes Program. This information is included in Table 1-7. As set forth in Example 1 of 
Table 1-7, anticipated savings would be less than estimated loan payments. Example 2 however, 
demonstrates that with a lower loan size, the savings would be much closer to the annual loan payments. 
This example demonstrates how the Program could result in cost savings to some customers depending on 
loan size and term but that TEP cannot guarantee cost savings to all customers. 

According to Commission Staff, societal cost tests are not applicable to a residential financing program. 
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Equipment & Ducts 
Insulation &Air Sealing 

Table 1-7. Examples of Estimated Savings, Costs and Payments 

1l3cxl $7,700 $130 
1,075 $5 165 $108 

I 

Duct Sealing Only 
Insulation &Air Sealing 

I I I I I I 

I 

1,030 $935 $103 
1,075 $1,165 $la 
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TEP Residential Energy Efficiency Financing Pilot Program (Updated) 

Propram Descrktion 
Tucson Electric Power Co. (“TEP” or the “Company”) has designed a proposed Energy Efficiency 
Residential Financing Pilot Program (“Program”) to provide customers with the capital needed to make 
cost-effective energy efficiency upgrades to their homes. TEP believes that a two year pilot program will 
allow sufficient time for the Company to evaluate the Program, including participation, default rates, and 
overall value to customers. TEP’s proposed Program elements include: 

Loan commitment of $2,000,000 per year for two years; this will provide approximately 424 
loans per year based on an average $4,722 loan amount; 

Loans available only on energy efficiency measures meeting the Commission-required cost- 
effectiveness test; 

Low interest rates provided by a combination of an interest rate buy-down and a 10% loan loss 
reserve account; 

Limited 6tfs(8ffferratepaver exposure to default risk (I  0% of the loan commitment); 

Funding provided through an approved Demand-Side Management (“DSM) surcharge 
charged to residential customers; 

Affordable residential financing for energy efficient measures; 

Convenient customer access to and repayment of the financing; 

Standard finance product offering for all eligible, approved borrowers; 

Leveraged financing; 

Accurate Truth-in-Lending notifications and billing to customers provided by an experienced 
third party lender; and 

Community involvement in forming and marketing the Program. 

: e- T E P m  .. . .  . .  
&mmkMirt?&i*ti;-TEP proposes to increase DSM surcharge for residential customers bv $0.0001 8 
Der AWh to fund the Prtrgm * during the year pilot program. 
The average annual cost to each residential customer yom1d be $1.90. 

0 hub. # t . , , l ~ i , , . . Q 0 0 i ~ 4 k ~  . Q 

It should be noted thatecrtetej UNS Gas, Inc. (“UNS Gas”) (an * affiliate of TEP), 
requested a program nearly identical to the one requested herein for TEP. The UNS Gas program was 
approved in Arizona Corporation Commission (“Commission”) Decision No. 72062 (January 6, 201 1). 
M l & k i ~ m k i o ~ t ~ h * 2 Y -  . . ,  buy-&mp5eriT-a&tfetCui-t-lltac 

-ami- - ,  . Aftq - [ec,e-lviny requests from Staff and local c;ommu& 
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members to_-investigale altrriiati~e-rizc,na-based Iendgs -for the I’EP and UNcj E:fectric,-L~, c:L!NS 
Electric‘^) proararnsyd alter eiperieiiciw cg~tjrtict issiies with die prior lender for the LJNS Cas ixofiram. 
-_ suitable _ _ _  - ~ -  loan pmmmis for all threc comtJanks -yere neeotiated- with a local crcdit -union. Tlie loan 
programs for the three companies are mart? identical, are verv similar to loan promatxi approved under 
Decision No. -72062. habe improved filnctionalitv of lomi loss reserve aid interest rate btry-down 
accouiifs, and have reduced costs. 

Propram Obiectives and Rationale 
TEP believes that the Program’s financing options to help cover the costs of energy efficiency measures 
will improve customer participation in energy efficiency programs and expand the pool of customers that 
can afford to participate in those programs. Although other vendors offer financing for their own 
individual products, the Program’s comprehensive approach to home energy upgrades cuts across several 
potential products and includes efficiency measures not traditionally financed, such as air and duct 
sealing. 

. 

Prior to designing the Program, TEP developed key objectives for the Company’s implementation of a 
I financing program. The followinP Tlhree objectives stood out from the rest as fundamental in order for 

TEP to provide a financing option: 

0 The program design must eliminate the utility from any Truth-in-Lending Law regulation 
implications; 

The program must provide a reasonable amount of funds ai a reasonable interest rate and with a 
low initial investment; and 

Energy efficiency measures that qualify for TEP financing must have met the Commission’s cost- 
effectiveness test. 

0 

0 

With these objectives, TEP hired Harcourt Brown Energy and Finance (“Harcourt Brown”) to assist with 
I the evaluation, negotiations, and design of the Program. TEP, i.tith--g&%ifiee-&~- 

selected a Third Party Financing model secured by a combination of a 10% loan loss reserve account and 
an interest rate buy-down, all funded from the DSM Surcharge, as the best program offering. 

Tawet Market 
The target market for this Program is any residential customer in TEP’s service territory who owns their 
home. Financing is available for installation of approved and cost effective DSM energy efficiency 
measures. 

Propram Elipibility 
Eligible properties include single-family (1 to 4 unit), owner-occupied homes. 

Current Baseline Conditions 

The primary program available for comparison is offered through Fannie Mae. Fannie Mae utilizes an 
unsecured loan program structured in a similar manner to TEP’s. Fannie Mae’s base interest rate is 

I 14.99% compared to the 7.99%-&3-WW% available through the TEP Program. The programs offered by 
Arizona Public Service Company YAPS”) and Southwest Gas Corporation (“Southwest Gas”) are 
expected to have base interest rates of 6.5% to 8.5%. 

Products and Services 

I 

2 



TEP Residential Energy Efficiency Financing Pilot Program (Updated) 
Exhibit If&ppn&& 

___- ______-____ “ .” - ____ -.__I 

__ .._ - - 

Harcourt Brown evaluated the following parameters before recommending the most beneficial program to 
TEP: 

0 sources of capital; 

0 interest rates; 

0 loan terms; 

0 loan types and amounts; 

0 risk management; 

0 program integration; 

0 easeofuse; 

0 repayment billing; and 

0 equitable funding. 

I TEP, with guidance fiomactd Harcourt Brown and input from Commission Staff‘ and cornmunitv leaders, 
considered several financing models and completed discussions with numerous entities nationwide before 
determining the most beneficial financing model for customers. The model selected by TEP uses Vantage 

(“WW or “Lender”), an Arizona-based company, as the third party 
*” . The-loansn.ili 

West Credit UuionffFbkfs( 
lender. * 

- be  lever^^^^ rate buy-down 
-~ ibc. All funding will be provided by a DSM Surcharge applied to residential customers of TEP. 

The Program will offer energy efficiency loans to TEP customers who are seeking financing for the 
energy efficiency improvements to their homes. Loan proceeds can be used for energy efficiency 
measures that have been approved by the Commission. 

- .. - 
. “ D A  ’. . ?  . ,  

~. 
. .  

The Program is designed to provide an equitable and comprehensive approach to the financing of energy 
efficiency improvements in existing homes. TEP is proposing $2,000,000 in overall loan commitments to 
this Program for two consecutive years as a pilot program. TEP believes the size of this loan commitment 
is sufficient based on the number of customers in its service territory and the limited DSM energy 
efficiency measures available for gwcustomers at this time. L c 

7 .  
. .  . .  

_ .  --m4&-- - .  

TEP evaluated the * funding - levels and cost to the c u s t o m e r - c + k l t ~ e ~ ~ ~ ~ ~ ~ ~ ,  as 
shown in Table 1-1 below. TEP assumed an average loan size of $4,722 and a maximum term of 120 
years in these calculations. Actual amounts will vary by loan size and terms. The 20 1 1 total loan amount 
, interest rate buv-down and loan loss reserve is simificantlv reduced due to the delav in program 
approval and the anticipated launch to customers in November 20 1 1. 

I Table 1-1. Funding Levels and Cost to Customer 
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I $4,000 I $142,815 I $100,000 I 21 $10,000 I 

I --,- - I 

* Assumes average loan size $4,722 at max % buydown 
** Assumes maximum 10 year term 

2011 Budget $142,815 
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Note: TEP proposes that the DSM Surcharge necessary to fund this program be collected only from 
residential customers, as the loan instruments described are restricted to residential customers. 

Table 1-2. 2011-2012 Cost to Customer 1 I TEP - 2011-2012 DSM Adiustor for Residential Financk P m e r a ~ r s  Recoverv Onlv) I 

$585,460 I 3,726,945,671) $0.00016 I 345,445) 10,789) $1.69 

Program Fundinp and Terms 
The proposed Program operates as follows: 

1. mAF€ will be the Lender that originates,d services, and holds the Program l o a n s m  
matiiri5. vWAti% has committed to make loans according to basic underwriting terms, 
including approving borrowers with a Fair Isaac Corporation (“FICO”) credit score of 640 or 
higher. Borrowers may be granted up to 12-0 years repayment. For all approved loans. the i 

- t hG~&?s  will be b-7.99%- O , fixed for tiic Iifi of the lom. Interest rates will 
not vary due to loan size, term, or credit score and there will be no prepayment penalty. 

2. Additional terms will be contractually delineated between AF€W and TEP. .liiuacrakftxpAJ 

c r  T- 

I 
tkigh-iiterest rate --, . .  TL-- % 1 .  

43.-TEP will set aside hnds through a loan loss reserve account (10% of committed loan value) 
an& an interest rate buy-down account (4% or‘ committed loan vaIiie).- - I  

w-- I P I A %  - 
1 4 r n W W L i ~  rt,?.b6&g hFC t:: Frwkwwd , .  &mS7 
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I TEP Residential Energy Efficiency Financing Pilot Program (Updated) 

BUY~OW ?"a 

2% 

4% 

W4TJ3P's role in this process will be to provide the loan loss reserve and i n t e r e s t s  buy-dowi 
accounts, to support lending. ' * .. Funding will be 
collected through the DSM s f i I 3 P  will not service 
or originate the loans. 

Interest Rate Buv-down 
I The interest rate buy-down referenced ebwe-abow isimybe necessary to offer a rate competitive with 

those rates offered in other utility financing programs in the State. The programs offered by APS and 
Southwest Gas have interest rates ranging from 6.5% to 8.5%. The loan interest ra&s will be boodit 

4 down to 7.993.--- 
. .  

. .  . * m 2 * u w > L w  
The cost of 

the interest rate b u y - d o w n 3  3 -  f'f -. b (3)  tke 
4aIR--%- - t b k a  is dcixmdent upon the FICO credit score of each customer. VW's 
base rate is 11.99% (recniiring a 4% buv-down) for customers with FICO scores of640 KI 679. and 9.99% 
(requirinlr a 2% buy-down) for scores-kf 680 and above. VW does not charge a premium to reduce the 
interest rates. so the cost of the reduction eauals the Dcrccntage chance bv w7hkli the rate was reduced 
j", if the rate i s  bought down from 1 i .99% to 7.99% (a  difference of .4%) the cost to the Program for the 
reduction is onIy-A-Y%-Table 1-3 illustrates &two potential scenarios regarding the interest rate buy- 
down cost on a per-loan basis,, Additional details are shown in Table 1-2 above. 

~ % % E S - % & & & d & ~ ~ l ~  -$%3t- PFo- 

. ,  . 

5-Year Term 10-Year Term 

$94 $94 

$189 $189 

I I 

2% I $0.020 I $0.020 
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_ _  TEP Residential Energy Eficiency Financing Pilot Program Wpdated) 
Exhibit I- 

- - - -- 

___________I__--___ __ __ - I______ 

Loan Terms 

TEP has worked with many lenders to develop the best loan terms for its customers. Optimal repayment 
terms, interest rates, fees, and application processes have been at the forefront of discussions. 
%The terms must be negotiated and 
beneficial to both the lender and the customer, and meet various standards set forth by bank regulators. 
The loan terms available under the =Program for the maximum term of 10 years and the maximum 
loan amount of $15.000 aw+&Xbwis shown below: 

Table 1-4. Loan Terms, Rates and Payment- 

... . .  : a t t -  0 '  

.. . from $ & w - p e r * o . ~ F  ,BOflth 
-m-- 
M ~ - € O  tkefftrt?ki iBtm*l~lepagw?t311H..; .  

. . .  
9 .  ~o~ D 

DSM Surcharge. 

Credit Underwriting 

Limited credit standards will be used by the Lender in its underwriting process. Loan approval is granted 
based on FICO credit scores of 640 and above, debt-to-income ratios of 50% or less, and proof of income. 
These lower credit scores allow far greater participation for TEP residential customers than products 
offered by most other lenders. 

Application and Approval Process 

The application and approval process is designed to be simple, easily accessible and convenient to all, as 
shown below. 

0 

0 

0 

Customers can call a 1-800 telephone number to apply and receive loan approval; or 

Applications can be filled out during the visit with the contractor; or 

Loan applications will be available on the WTEP website; and 1 

7 



0 Loan =approvals will occur within 1 l.x.xess-d~-B&+tW~ of making the 
application. 

With the help of community-action groups as well as contractor marketing and TEP marketing, the 
Company believes that Program loan funds will be fully used each year. At this time, the only approved 
residential energy efficiency measures for the TEP territory is the high-efficiency air conditioner and heat 
pump exchange, duct sealing, air sealing, ceiling insulation and window fildshade screens. The 
anticipated participation discussed herein is based on the assumed participation in the Existing Homes 
Program approved by the Commission in Decision No. 72028 (December 10,2010). 

While loan sizes are likely to vary, TEP estimates that 800 customers will choose to participate in the 
Existing Homes Program. TEP further estimates that only a percentage of those participants will install 
each energy efficiency measure. Details of the TEP methodology to determine the average loan size are 
demonstrated in Table 1-5. With the $2,000,000 loan commitment each year available through the 
Program, approximately 424 loans could be made in the service territory assuming an average loan size of 
$4,722. If the average loan size is smaller than this estimate, the number of loans will increase 
proportionately. 

Averaee Loan Size Der f t 

Deliverv Stratew, Incentive Processinv and Administration 

The strategy for Program delivery and administration is as follows: 

0 Coordination between the Lender and TEP on all fund transfers will be managed in-house by a 
single TEP Program Manager; 

The Program Manager will also provide overall management, marketing oversight, planning and 
tracking of customer and contractor participation; and 

The Program Manager will coordinate all activities necessary to develop application forms and 
contractor training. 

0 
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TEP Residential Energy Efficiency Financing Pilot Program (Updated) 

Key partnering relationships will include: 

0 Community interest groups; 
0 

0 

W A C ,  insulation, and air sealing contractors trained in Program procedures; and 

The Arizona Energy Office, Pima Community College, or other industry experts to provide 
training, education and awareness. 

The Program will use contractors initially recruited for the Existing Homes Program, encouraging them to 
promote TEP financing when working with customers. TEP will provide an orientation of the Program 
which will outline Program requirements and contractors responsibilities as well as discuss reporting and 
data collection procedures. Contractors interested in participating in the Program must attend the 
orientation. 

Propram MarketinP and Communication Stratem 
TEP will provide Program marketing and customer outreach and awareness through a range of strategies 
including: 

0 Promotions on the TEP website about the benefits of purchasing high-efficiency equipment and 
home performance measures; 

Promotion through contractors and through community interest groups; 

Providing information through TEP's customer care center; 

Developing marketing pieces including brochures and other collateral pieces to promote the 
benefits of qualifjling equipment, air sealing and duct sealing, and the financing program 
available to find those measures; and 

Training and seminars for participating trade allies and contractors. 

0 

0 

0 

0 

The advertising campaign will communicate that high-efficiency systems and home performance 
measures will help reduce customer energy bills, provide equal or better comfort conditions, and are 
beneficial for the environment. 

Proeram Imdementation Schedule 
. - . '&TEP will continue I ~ k ~ a g r e e m e n t s ,  and other 

documents as we await Commission approval. TEP estimates the Program could commence within 30 to 
60 days of receiving Commission approval. 

Measurement. Evaluation and Research Plan 

TEP will adopt an integrated data collection strategy designed to provide a quality data resource for 
Program tracking, management, and evaluation. This approach will entail the following primary 
activities: 

Database manapement: As part of Program operation, TEP will request the Lender to provide 
the necessary data elements to populate the tracking database and provide periodic reporting; 
and 

Data collection: TEP will establish systems to collect the data needed to support effective 
Program management, transfer of funds from TEP to the loan loss reserve accounts, 
reporting, and evaluation. 

. .  
1 1  e .  .. 
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TEP Residential Energy Efficiency Financing Pilot Program (Updated) 

-__1_ 

Exhibit 1- I 
Oualitv Assurance and Control 

Due to the risks inherent with this type of program, quality assurance and control will be a daily function 
of the Program Manager. In order to protect its customer’s interests, TEP plans to collect loan 
information prior to and after each loan closing, as it believes the best time to correct a mistake or avoid 
fraud is prior to the loan being funded. The information collected will not be used by TEP to approve the 
credit-worthiness of a borrower, but will be reviewed to ensure that: 1) -ach loan falls within 
what has been approved by the Commission; 2) tht-Commission-approved measures are the only items 
being financed by the loan; and 3) &the loan proceeds are for work being performed by an approved 
contractor. Additionally, each signed Promissory Note and Disbursement Sheet along with a copy of the 
disbursement check will be collected to veri@ the loan was closed and funded as presented to TEP. 

10 



TEP Residential Energy Efficiency Financing Pilot Program ( Updated) I - -  _ _  - -  - ---- _~ - - - - __ - 
I .  
I 

- I_ _ _ ~ _ I _  

I Exhibit IAppw&& 

! 
- i 

Additional steps to keep a tight control on the portfolio are the requirements of daily, weekly and monthly 
reporting. Daily reporting will include daily viewing access to the Loan Loss Reserve and Interest Kate I -  BgzdomAccounts and notification of any defaults and charge offs. Lender will also provide TEP a 
past-due report on a weekly basis. Monthly reporting will be more extensive, with a full portfolio report 
provided to TEP. The monthly portfolio report will include the information TEP will need for accurate 
reporting and control of the Program. A monthly reconciled statement for the Loan Loss Reserve 
Account will also be required. 

11 
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TEP Residential Energy Efficiency Financing Pilot Program (Uodated) 
Exhibit 1- 

__. _ _ _ _  __ -- - ..________-. __-- -___._-- 

- __I-- 

Propram Costs and Benefits 

Thw+iwm#e * budgets is- detailed in Table 1 - 1  - 
l3- - set2. - 
AmmMh&&. In order to have a sufficient budpet to sup~ort the Program should more loans fall 
into the 640-679 FICO score cateporv, the budget is calculated using the 4% interest rate buv- - down. 

' *  201 1 b u d s  reduced due to  delay in program approval and anticipated launch for Nov 2011. I 
L-- - .  -~ ̂- --111 . . ~ ~ - "  "__I-  _- ~ . - ~ -1-1.1 
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TEP Residential Energy Efficiency Financing Pilot Program ('Updated) 
Exhibit I Appdm43 

__ - ________ -. ______ ~ __ __I __ _._________-._ ~ 

Upon maturity of the first set of loans (maximum of l?Q years into the Program), the amount collected 
through the DSM surcharge for the next year will be reduced. At that point, the loan loss reserve account 
associated with the loans from the first year will be returned to the Program. The amount returned will 
equal the initial amount funded into the loan loss reserve account, plus interest accrued on the account, 
less any loan losses sustained. 

There is no direct benefit or savings from a residential financing program, but the total DSM Portfolio 
Cost for TEP will increase as a result of offering the Program. However the indirect benefit and savings 
is measured at the program level where individual energy efficiency measures are included. TEP believes 
the availability of financing for the Existing Homes Program will increase participation, and thus increase 
the resulting societal benefits and savings reported in the program. 

To compare the estimated annual savings to the estimated annual payments on the average-sized loart& 
2 TEP provided examples 
of the customer benefit and savings from two likely scenarios from participation in the Existing Homes 
Program. This information is included in Table 1-7. As set forth in Example 1 of Table 1-7, anticipated 
savings would be less than estimated loan payments-. 9 0  . - o r  , Example 2 
however. demonstrates that with a lower loan size, the savings would be -uch closer to the 
annual loan payments. This example demonstrates how the Program could result in cost savings to some 
customers depending on loan size and term ,but that TEP cannot guarantee cost savings to all customers. 

According to Commission Staff, societal cost tests are not applicable to a residential financing program. 

14 
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TEP Residential Energy Efficiency Financing Pilot Program (Updated) 

Exhibit lAppmhd3 
-_ ____ __. - - ~ -____ - - ____ __-- 

__  ______ - 

Air Seal 
lnsul &Air Seal 
Equipment & Ducts 

ayments 

415 $370 $42 

1,300 $7,700 $130 
1,075 $1,165 $108 

I 1.0301 $935 I $103 I 

Equipment & Ducts 
Insulation &Air Sealing 

I I - -  I 

1,300 $7,700 $130 
1,075 $1,165 $108 

I I  I I I 
Duct Sealing Only 1,030 $935 $103 
Insulation &Air Sealing 1,075 $1,165 $108 
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Exhibit 3 - Updated Portfolio Savings 

Table 1: Updated Portfolio Savings 

Mubi-Family Direct Instell 0 1.193 1 1.193 

I 7,229 I 7.229 I 14,459 I 0 I 7.184 I 7.164 I 

0 1.182 1,182 
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Exhibit 4 - Updated ARRT 

TUCSON ELECTRIC POWER, INC. 
Authorized Revenue Requirement True-up 

Other Annual Total Small General Large General 
Service Service 

Month Residential 

1111201 1 $19,195 $14,285 $2,374 $1,523 $546 
2/1/2011 37,312 28,520 4,946 3,368 1,093 
3/1/2011 87,164 42,740 6,974 4,337 1,639 
4111201 1 109,518 57,130 10,261 7,333 2,185 
5/1/2011 136,525 77,107 13,584 9,219 2,809 
6/1/2011 178,128 92,153 16,835 11,940 3,371 
7/1/201 I 219,939 107,876 19,369 13,485 3,933 
8/1/2011 251,661 123,199 22,135 15,412 4,495 
9111201 1 282,776 138,495 25,255 17,910 5,057 

10/1/2011 303,431 153,401 28,182 20,098 5,618 
11/1/2011 312,757 157,372 29,356 21,980 6,010 
12/1/2011 376,151 171,592 29,851 20,471 6,556 

Total $2,314,557 $1,163,870 $209,122 $147,076 $43,312 $3,877,937 

1/1/2012 $430,306 $1 94,908 $31,675 $19,619 $7,454 
211 I20 1 2 427,743 198,068 33,535 22,084 7,588 
31 1 I20 1 2 425,237 270,907 43,259 25,953 10,389 
41 11201 2 428,992 300.308 52,598 36,387 11,487 
5/1/2012 458,717 377,224 64,902 42,577 13,743 
6/1/2012 537,437 395,691 70,522 48,400 14,475 
7/1/2012 634,244 441,614 77,380 52,117 16,100 
8111201 2 678,724 474,443 83,192 56,031 17,310 
9/1/2012 741,868 436,356 77,620 53,271 15,932 

10/1/2012 724,926 458,810 82,215 56,746 16,804 
11/1/2012 750,486 400,317 72,733 52,783 15,287 
1 2/1 I201 2 941,996 34731 1 59,019 39,144 13,277 

Total $7,180,676 $4,296,157 $748,650 $505,111 $159,846 $12,890,440 

$18,000,000 
$16,500,000 
$15,000,000 
$13,500,000 
$12,000,000 

$9,000,000 
$10,500,000 

$7,5 00,000 
$6,000,000 
$4,500,000 
$3,000,000 
$1,500,000 

SO 

rn 2012 
12011 

Residential Small Large Industrial Other Annual Total 
General General 
Service Service 

. . . . . . . ___ 
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Tucson Electric Power Company 

Original Sheet No.: 702 
Superseding: 

A UniSource Energy Company 

Rider R.2 
Demand Side Management Surcharge (DSMS) 

APPLICABILITY 
The Demand Side Management Surcharge ('DSMS) applies to all customers, except those customers who take service under the 
Residential Lifeline Discount or Residential LifelinelMedical Life-support Discount rates, in all territory served by the Company as 
mandated by the Arizona Corporation Commission, unless otherwise specified. Lifeline and Lifeline Medical customers are exempt from 
DSM Surcharges effective June I, 2009. 

- RATE 
The following DSM Surcharge will be effective October 1,201 1 through December 31,2012. The DSMS shall be applied to all monthly . .  
net bills except lifeline customers at the following rate: 

All kWhs @ $0.006343 per kWh 

REQUIREMENTS 
The Arizona Corporation Commission will approve any changes to the surcharge to be billed to all applicable rates. 

TAX CLAUSE 
To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of any taxes 
or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the Company andlor the price 
or revenue from the electric energy or service sold and/or the volume of energy generated or purchased for sale and/or sold hereunder. 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file from time to time with the Arizona Corporation Commission shall apply 
where not inconsistent with this rate. 

Filed By: Kentton C. Grant 
Title: 
District: Entire Eledric Service Area 

Vice President of Finance and Rates 
Rate: R-2 
Effective: October 1,201 1 
Decision No.: Pending 



REDLINED 

VERSION 



Tucson Electric Power Company 

Original Sheet No.: 702 
Superseding: 

I A UniSource Energy Company 

Rider R-2 
Demand Side Management Surcharge (DSMS) 

APPLICABILITY 
The Demand Side Management Surcharge (“DSMS) applies to all customers, except those customers who take service under the 
Residential Lifeline Discount or Residential Lifeline/Medical Life-support Discount rates, in all territory served by the Company as 
mandated by the Arizona Corporation Commission, unless otherwise specified. Lifeline and Lifeline Medical customers are exempt from 
DSM Surcharges effective June 1,2009. 

The followincl DSM Surcharcle will be effective October 1, 201 1 throuclh December 31,201 2. The DSMS shall be applied to all monthly 
net bills except lifeline customers at the followinq rate: 

I--- 

I All kWhs @ $0.00&424$ per kWh 

-The 
REQUIREMENTS 

Ar rComora t i on  Commission will approve any chanaes to the surcharge to be billed to all applicable rates, 

TAX CLAUSE 
To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of any taxes 
or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the Company andlor the price 
or revenue from the electric energy or service sold andlor the volume of energy generated or purchased for sale and/or sold hereunder. 

RULES AND REGULATIONS 
The standard Rules and Regulations of the Company as on file from time to time with the Arizona Corporation Commission shall apply 
where not inconsistent with this rate. 

, ;;i By: Kentton C. Grant 
Vice President of Finance and Rates 

District: Entire Electric Service Area 

Rate: R-2 
Effective: &ne-4&MOctober 1,201 1 
Decision No.: Pendinq 
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DIRECT TESTIMONY OF KEVIN C. HXGGINS 

INTRODUCTION 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q- 

A. 

Please state your name and business address. 

Kevin C. Higgins, 215 South State Street, Suite 200, Salt Lake City, Utah, 

841 11. 

By whom are you employed and in what capacity? 

I am a Principal in the firm of Energy Strategies, LLC. Energy Strategies 

is a private consulting firm specializing in economic and policy analysis 

applicable to energy production, transportation, and consumption. 

On whose behalf are you testifying in this proceeding? 

My testimony is being sponsored by Freeport-McMoRan Copper & Gold 

Inc. and Arizonans for Electric Choice and Competition (“AECC”). AECC is a 

business coalition that advocates on behalf of retail electric customers in 

Arizona.’ 

Please describe your professional experience and qualifications. 

My academic background is in economics, and I have completed all 

coursework and field examinations toward the Ph.D. in Economics at the 

University of Utah. In addition, I have served on the adjunct faculties of both the 

University of Utah and Westminster College, where I taught undergraduate and 

graduate courses in economics. I joined Energy Strategies in 1995, where I assist 

~~ 

Henceforth in this testimony, Freeport-McMoRan Copper & Gold Inc. and AECC collectively will be 
referred to as “AECC.” 
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3 

4 

private and public sector clients in the areas of energy-related economic and 

policy analysis, including evaluation of electric and gas utility rate matters. 

Prior to joining Energy Strategies, I held policy positions in state and local 

government. From 1983 to 1990, I was economist, then assistant director, for the 

5 

6 

7 

8 

Utah Energy Office, where I helped develop and implement state energy policy. 

From 1991 to 1994, I was chief of staff to the chairman of the Salt Lake County 

Commission, where I was responsible for development and implementation of a 

broad spectrum of public policy at the local government level. 

9 Q* 
io A. 

11 

12 

13 

14 

15 

16 

17 

18 

Have you testified before this Commission in other dockets? 

Yes. I have testified in a number of proceedings before this Commission, 

including the generic proceeding on retail electric competition (1 998); the 

hearings on the Arizona Public Service Company (“AF””) 1999 Settlement 

Agreement (1999); the hearings on the Tucson Electric Power (“TEF’”) 1999 

Settlement Agreement (1 999); the AEPCO transition charge hearings (1 999); 

the Commission’s Track A proceeding (2002),6 the APS adjustment mechanism 

proceeding (2003); the Arizona ISA proceeding (2003),* the APS 2004 rate case 

(2004): the Trico 2004 rate case (2005),’0 the TEP 2004 rate review (2005),” the 

APS 2006 interim rate proceeding (2006),’* the APS 2006 rate case (2006),13 

’ Docket No. RE-OOOOOC-94-0165. 
Docket Nos. RE-OOOOOC-94-0165, E-01345A-98-0471, and E-01345A-98-0473. 
Docket Nos. RE-OOOOOC-94-0165, E-01933A-97-0772, and E-01933A-97-0773. ’ Docket No. E-01773A-98-0470. ‘ Docket Nos. E-00000A-02-005 1 ; E-0 134SA-0 1-0822; E-00000A-01-0630; E-0 1933A-02-0069; E- 

’ Docket No. E-01345A-02-0403. 
* Docket No. E-O0000A-01-0630. 

Docket No. E-01345A-03-0437. 
lo Docket No. E-01461A-04-0607. 
I’ Docket No. E-O1933A-04-0408. 
l2 Docket No. E-01345A-06-0009. 

O 1933A-98-047 l: 
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3 Q* 

4 A. 

5 

6 

7 

8 

9 

10 

1 1  

12 

13 

TEP’s request to amend Decision No. 62103 (2007),14 the TEP 2007 rate case 

(2008),’5 the APS 2008 rate case (2008),’6 and the APS 201 1 rate case (201 l).17 

Have you testified before utility regulatory commissions in other states? 

Yes. I have testified in approximately 140 other proceedings on the 

subjects of utility rates and regulatory policy before state utility regulators in 

Alaska, Arkansas, Colorado, Georgia, Idaho, Illinois, Indiana, Kansas, Kentucky, 

Michigan, Minnesota, Missouri, Montana, Nevada, New Mexico, New York, 

North Carolina, Ohio, Oklahoma, Oregon, Pennsylvania, South Carolina, Texas, 

Utah, Virginia, Washington, West Virginia, and Wyoming. I have also 

participated in various Pricing Processes conducted by the Salt River Project 

Board and have filed affidavits in proceedings at the Federal Energy Regulatory 

Commission. 

14 

15 

16 

17 

18 

19 

20 

21 

OVERVIEW AND CONCLUSIONS 

Q. 

A. 

What is the purpose of your direct testimony? 

I am testifjmg in support of the Proposed Updated Energy Efficiency 

(“EE”) Implementation Plan (“Updated Plan”) filed by TEP on May 2,2012. The 

Updated Plan provides a balanced and reasonable resolution of the ongoing 

disagreements concerning the scope and cost of TEP’s 2012-2013 EE program. 

What is your recommendation to the Commission with respect to the 

Updated Plan? 

Q. 

l3 Docket No. E-01345A-05-0816. 
l4 Docket No. E-01933A-05-0650. 
Is Docket No. E-01933A-07-0402. 
l6 Docket No. B01345A-08-0172. 

Docket No. E-01345A-11-0224 
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A. I recommend that the Updated Plan be approved by the Commission. In 

my opinion, approval of the Updated Plan is reasonable and in the public interest. 

I note that in supporting approval of the Updated Plan, AECC is not 

intending to waive the ability of any individual AECC member (or any other 

customer) fiom seeking a waiver or exemption fiom the Commission with respect 

to participating in and h d i n g  TEP EE programs. Any such requests should be 

considered on their particular merits. 

UPDATED PLAN 

Q. Please provide a general overview as to why you believe the Updated Plan 

should be approved by the Commission. 

A. AECC initially filed comments in this docket on September 26,20 1 1, in 

response to the proposed EE implementation plans filed by TEP in 201 1. AECC 

strongly opposed TEP’s 201 1 EE proposal (as revised on August 23,201 1) in 

which TEP requested a five-fold increase in its Demand Side Management 

Surcharge (“DSMS”), from $.001249/kWh to $.006343kWh. Using FERC 

Form 1 data, I estimated that TEP’s 201 1 EE proposal would have increased 

average overall rates by 5.3% for Residential customers, 4.6% for small 

commercial customers, 6.2% for large commercial customers, 7.8% for industrial 

customers, and 9.0% for mining customers. When added to the existing DSMS, 

the resulting DSMS as a share of customer bills would have ranged from 5.4% for 

small commercial customers to 9.0% for industrial customers - and up to 10.3% 

for mining customers. 
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AECC argued that such a rate impact would be dramatic and 

unreasonable; in lieu of TEP’s EE proposal, AECC recommended that the 

Commission adopt a uniform percentage DSMS that would not exceed 3%, which 

was more in line with the DSM riders adopted in other western states. AECC 

also opposed other features of TEP’s 201 1 EE proposal, including a program 

implementation level that was designed to overshoot the Commission’s energy 

efficiency targets, a proposed expanded performance incentive payment to TEP, 

and a proposed Authorized Revenue Requirement True-Up (“ARRT”) of $16.8 

million, which AECC viewed to be an improper rate increase that violated the 

terms of the 2008 Settlement Agreement in Docket No. E-01 933A-07-0402. 

The Commission wisely did not adopt TEP’s 201 1 EE proposal, but gave 

stakeholders an opportunity to engage in discussions to possibly craft a modified 

proposal that better addressed these and other concerns. AECC participated in the 

ensuing discussions and largely supported the resulting Modified Implementation 

Plan filed by TEP on January 3 1,20 12 - with one major exception: the cost. 

The Modified Implementation Plan included the following structural 

improvements relative to TEP’s 201 1 EE proposal: 

0 The proposed overall budget and rate increase were significantly reduced. 

0 The DSMS rate design for non-Residential customers was made more 

equitable by changing it to an equal percentage surcharge. 

e The structure of TEP’s incentive proposal was modified, while the 

proposed overall funding for the incentive was reduced. 

0 The proposal for recovery of ARRT was withdrawn. 
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22 DSMS RATE DESIGN 

23 Q. 

24 customers? 

Why do you support the equal percentage rate design for non-Residential 

These structural improvements notwithstanding, AECC remained opposed 

to the cost impacts on customers that would result from the Modified 

Implementation Plan, which was proposed to have a DSMS equal to $.003608 per 

kWh for Residential customers and 4.19% for non-Residential customers. 

The Updated Plan filed by TEP on May 2; 20 12 satisfactorily addresses 

the cost concern raised by AECC by reducing the overall cost to customers 

relative to the Modified EE Plan. Specifically, the Updated Plan proposes a 

DSMS of $0.002497 per kWh for Residential customers and 2.86% for non- 

Residential customers. (Note that in deriving the DSMS of 2.86% for non- 

Residential customers, TEP aIlocates costs to the non-Residential group as a 

whole using the same $0.002497 per kWh rate used for Residential customers.) 

In finding a way to reduce program costs, TEP is proposing to reduce its 

requested performance incentive from $7.2 million in the Modified 

Implementation Plan to $3.3 million in 2012 in the Updated Plan with a cap of 

$3.9 million. While this outcome still represents a rate increase compared to the 

current DSMS, the DSMS resulting from the Updated Plan would be in line with 

DSM surcharges in other western states, and would strike a reasonable balance 

between meeting the Commission’s goals of improved energy efficiency while 

being mindful of the cost impacts on customers of funding energy efficiency 

programs through a surcharge. 
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1 A. 

2 

3 

An equal percentage approach is fairer than the current cent&Wh rate 

design because it makes the cost of funding EE programs proportionate to each 

non-Residential customer’s bill. Any individual Customer’s contribution to EE 

4 

5 

6 

7 

program funding through a surcharge is not a direct purchase of energy or 

demand, but a contribution to programs and overhead costs. It makes more sense 

for funding of this sort to be proportionate to the customer’s energy costs, rather 

than charged on an energy-unit basis because a proportionate surcharge better 

8 reflects the potential benefits the customer might receive as a result of EE 

9 programs. It therefore strikes a more reasonable balance between the costs 

10 

11 receive. 

charged to customers for EE programs and the potential benefits they might 

12 Further, a percentage surcharge to underwrite program costs is also more 

13 transparent than the cents/kWh rate. For example, as I discussed above, the 

14 cents/kWh DSMS surcharge as originally proposed by TEP would have been 

15 

16 

equivalent to 5.4% to 10.3% of customers’ bills, depending on the type of 

customer. This widely disparate rate impact - and EE program cost burden - is 

17 

18 

19 Q. 

20 bill rider? 

21 A. 

22 

masked when the DSMS is designed as a cents/kWh charge. A percentage rider is 

more immediately and directly translatable to the customer. 

Do other western states recover EE program costs through a percentage-of- 

Yes. Percentage-of-bill riders are used in Idaho, Utah, Wyoming, and 

New Mexico. The comparable EE surcharge rates in effect in these states are 

23 shown below in Table KCH-1. 
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Table KCH-1 

Percentage D S m E  Riders in Western States 

Utili@ 

El Paso Electric (New Mexico) 

Idaho Power 

Public Service Co. of New Mexico 

Rocky Mountain Power (Idaho) 

Rocky Mountain Power (Utah) 

Rocky Mountain Power (Wyoming) 

D S W E  Rider Effective Date 

2.9167% . 4/1/20 12 

4.00% 1/1/20 12 

2.553% 12/1/2011 

3 40% 12/29/2010 

3.2 1 % (Industrial) 2/1/2012 

0.90% (Industrial) 3/1/2012 

IMPORTANCE OF CONSIDERING RATE IMPACTS FROM FUNDING EE 

PROGRAMS 

Q. Why is it important to consider rate impacts from funding EE programs 

even if energy efficiency is cost effective? 

A. Even if energy efficiency is cost-effective it is still important to consider 

the importance of short-term rate impacts. When EE programs pass the standard 

tests used to determine cost effectiveness it may be tempting to become 

complacent about the potential short-term rate impacts of the energy efficiency 

investments. So long as an investment is cost effective, the argument goes, 

society is better off if the investment is made, so we should strive to make the 

incremental investment capital available. What sometimes gets overlooked in this 

situation is that EE cost-effectiveness is measured (properly) over the life of the 
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10 

11 

12 

13 

14 

investment by comparing it to the cost of supply-side alternatives. Yet, the costs 

of the supply-side alternatives with which EE competes are recovered from 

customers in a very different manner than the cost of efficiency investments: 

supply side costs are recovered from customers over the life of the investment, 

e.g., 35 years, smoothing out the rate impact over time, whereas efficiency 

investment costs typically are recovered in full from customers by the utility 

upfront, i.e., expensed in a single year. This mismatch between cost recovery 

periods of supply-side and demand-side resources explains, in part, why EE 

efficiency that is cost effective can nevertheless cause unreasonable rate impacts 

in certain situations. Add to this the fact that utility energy efficiency programs 

are fundamentally structured as cross subsidies ainong individual customers, and 

we come to the obvious (but sometimes overlooked) conclusion that short-term 

rate impacts matter. 

15 CUSTOMER REQUESTS FOR WAIVERS 

16 Q. 

17 

18 

In supporting approval of the Updated Plan, is AECC agreeing to waive the 

ability of any individual AECC member from seeking a waiver or exemption 

from the Commission with respect to participating in and funding TEP EE 

19 programs? 

20 A. No. AECC supports the Updated Plan as the most reasonable EE plan 

21 

22 

option presented to the Commission in this docket. In supporting approval of the 

Updated Plan, AECC is not intending to waive the ability of any individual AECC 

23 

24 

member (or any other customer) fiom seeking a waiver or exemption from the 

Commission with respect to participating in and hnding TEP EE programs. 
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2 

3 Q. Does this conclude your direct testimony? 

4 A. Yes, it does. 

Specific circumstances may warrant such waivers or exemptions, Any such 

requests should be considered on their particular merits. 

i 
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DIRECT TESTIMONY OF KEVIN C. HIGGINS 

INTRODUCTION 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please state your name and business address. 

Kevin C. Higgins, 215 South State Street, Suite 200, Salt Lake City, Utah, 

84111. 

By whom are you employed and in what capacity? 

I am a Principal in the firm of Energy Strategies, LLC. Energy Strategies 

is a private consulting firm specializing in economic and policy analysis 

applicable to energy production, transportation, and consumption. 

Are you the same Kevin C. Higgins who previously filed direct testimony in 

this proceeding on behalf of Freeport-McMoRan Copper & Gold Inc. and 

Arizonans for Electric Choice and Competition (“AECC”) ? 

Yes, I am. 

OVERVIEW AND CONCLUSIONS 

Q. 

A. 

What is the purpose of your rebuttal testimony? 

My rebuttal testimony responds at a general level to the overall position 

advocated by Staff and specifically to the assertion of Staff witness Julie 

McNeely-Kirwan that the equal percentage DSMS rider for Non-Residential 

customers included in the Updated Plan is inequitable. I also respond to concerns 

expressed by SWEEP witness Jeffrey Schlegel that the equal percentage DSMS 

’ Henceforth in this testimony, Freeport-McMoRan Copper & Gold Inc. and AECC collectively will be 
referred to as “AECC.” 
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2 

3 

rider for Non-Residential customers included in the Updated Plan would cause a 

larger percentage increase (relative to the current DSMS) for smaller Non- 

Residential customers than for larger Non-Residential customers. 

4 

5 RESPONSE TO MR. SCHLEGEL 

6 Q. 

7 

What concern does Mr. Schlegel express regarding the DSMS rate design 

included in the Updated Plan? 

8 A. 

9 

10 

11 

12 

13 

14 

15 Q 

16 A. 

17 

18 

19 

20 

21 

22 

23 

24 

Mr. Schlegel notes that, according to TEP, the Updated Plan would cause 

a 1.76% rate increase for small commercial customers, while the increase for 

industrial customers would be 1.26% and the increase for large commercial 

customers would be 1.60%. Mr. Schlegel states that SWEEP could accept this 

differential rate impact for the interim period of the Updated Plan so long as small 

commercial customers as a whole receive the energy efficiency (“EE”) program 

funding collected from them. 

What is your response to Mr. Schlegel’s comments? 

In assessing the percentage bill impact on Non-Residential customers 

attributable to the DSMS in the Updated Plan it is important to recognize where 

all Non-Residential customers end UP under the Updated Plan: EQUAL. Every 

Non-Residential customer experiences the same 2.86% overall rate impact from 

the DSMS in the Updated Plan. The fact that the percentage change required to 

get to an equal percentage bill impact is less for larger customers stems from the 

fact that under the current DSMS these customers are paying a higher percentage 

of their bill toward EE funding than smaller customers. Thus, it requires a one- 

time unequal percentage change (across different sized Non-Residential 

HIGGINS / 2 



4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

customers) to achieve an equal percentage overall bill impact for hnding EE. 

The final result of the Updated Plan rate design - an equal percentage bill impact 

for EE funding - is inherently equitable. 

What is your response to Mr. Schlegel’s proposal that small commercial 

customers as a group should receive the EE program funding that they 

contribute through their DSMS payments? 

Q. 

A. AECC does not object to this concept, so long as the remaining Non- 

Residential customers are similarly able to receive the h l l  EE hnding that they 

contribute. 

RESPONSE TO MS. MCNEELY-KIRWAN 

Q. What is your general assessment of Staff’s position opposing the Updated 

Plan filed by TEP? 

A. Staffs preferred alternative is a more expensive proposition for customers, 

not only in terms of the direct cost of the EE program ($23 million vs. TEP’s 

proposed $1 8.5 million), but also because Staffs position leaves open the 

possibility of deferring for later recovery fixed costs associated with lost revenues 

from energy efficiency savings. Although Staff takes an aggressive position in 

opposition to the performance incentive (when considered in isolation) in the 

Updated Plan, the overall package presented in the Updated Plan reflects good- 

faith give and take among stakeholders and is on the whole a superior package 

than that advocated by Staff as its preferred alternative. Therefore, I recommend 

that Staffs preferred alternative be rejected by the Commission in favor of the 

Updated Plan that reflects the input of TEP, RUCO, SWEEP, and AECC. 
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3 A. 

4 

5 

6 
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8 Q. 

9 

i o  A. 

1 1  

12 

13 

14 

15 

16 

17 

18 
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20 

21 

22 Q. 

23 

24 

What is your response to Ms. McNeely-Kirwan’s assertion that the DSMS 

rate design in the Updated Plan is inequitable? 

Ms. McNeely-Kirwan notes that an equal percentage DSMS would result 

in a lower effective DSMS for larger Non-Residential customers when measured 

on a per-kWh basis. She states that Staff views this as inequitable. She further 

states that no convincing rationale has been provided to support an effective lower 

per-kWh rate for large Non-Residential customers. 

Did you address the rationale for an equal percentage DSMS in your direct 

testimony? 

Yes, I did. I pointed out that an equal percentage DSMS makes the cost 

of funding EE programs proportionate to each Non-Residential customer’s bill, 

which makes sense because a proportionate surcharge better reflects the potential 

benefits the customer might receive as a result of EE programs than an equal per- 

kWh surcharge. It therefore strikes a more reasonable balance between the costs 

charged to customers for EE programs and the potential benefits they might 

receive. I noted further that a percentage surcharge to underwrite program costs is 

more transparent than the cents-per-kWh rate because it is more immediately and 

directly translatable to the customer and makes for a more straightforward 

comparison of the overall EE program cost burden across customers than a per- 

kWh charge. I also pointed out that the use of percentage-based riders for 

recovering EE costs was commonplace in several other western states. 

Why does a proportionate surcharge better reflect the potential benefits the 

customer might receive as a result of EE programs than an equal per-kWh 

surcharge? 
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On average, it is significantly more expensive for the utility to generate 

and deliver one kilowatt-hour to a small Non-Residential customer than to a large 

industrial customer: this is why small commercial customers and large industrial 

customers pay different rates. This cost differential takes into account the fact 

that larger customers tend to have a higher load factors than smaller customers; 

that is, larger customers tend to consume energy more evenly throughout the day 

and year than smaller customers, thereby utilizing the utility’s fixed generation, 

transmission and distribution facilities more efficiently, resulting in an overall 

lower unit cost of production. Further, the largest industrial customers typically 

take delivery at high voltage and do not even use the distribution system at all, 

further reducing the unit-cost of production. 

In recognition of these cost drivers, the Commission’s EE Rules require 

that the avoided cost of new capacity, transmission, and distribution be considered 

when evaluating the benefits of energy efficiency measures. [Rl4-2-2401.231 

Thus, the higher unit-cost of serving lower-load-factor customers is taken into 

account in justifying program expenditures. 

Because a small commercial customer pays a higher rate per-kWh for 

power, the small commercial customer will save more money than an industrial 

customer for every kilowatt-hour of reduced energy consumption. Given the 

higher cost to serve smaller customers (on average) and the higher savings-per- 

kWh that a smaller customer experiences when conserving energy, it makes 

perfect sense for the effective per-kWh charge for funding EE programs to be 

higher for these customers than for larger customers, who are less expensive to 

serve and who save less money per-kWh from energy conservation. This is why a 
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2 to recover EE costs. 

3 Q. Does this conclude your rebuttal testimony? 

4 A. Yes, it does. 

proportionate charge (i.e., an equal percentage rider) is the most reasonable way 
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INTRODUCTION 

2. 

4. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please state your name, occupation and business address for the 

record. 

My name is Jodi Jerich. I am the Director of the Arizona Residential Utility 

Consumer Office (RUCO). My business address is 11 10 W. Washington 

Street, Suite 220, Phoenix, Arizona 85007. 

Please state your educational background and qualifications in the 

utility regulation field. 

My educational background and qualifications are set forth in Exhibit A. 

What is the purpose of your testimony? 

The purpose of my testimony is to explain RUCO’s support of TEP’s 

“Updated Plan” filed May 2, 2012. 

What is the “Updated Plan”? 

The Updated Plan is the most recent version of TEP’s Energy Efficiency 

Implementation Plan. 

1 



1 

2 

3 

4 
5 
6 
7 
8 
9 

10 
I 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

22 

23 

24 

25 

26 

27 

28 

29 

lirect Testimony of Jodi A. Jerich 
-EP EE Implementation Plan 
locket No. E-01 933A-11-0055 

SUPPORT OF UPDATED PLAN 

2. 

I. 

Why does RUCO support TEP’s Updated Plan? 

RUCO supports the Updated Plan for the following reasons: 

1. 

2. 

3. 

5. 

6. 

An overall budget that is far below the budget originally sought by 
TEP as well as the budget originally recommended by Staff, but that 
still provides TEP a reasonable opportunity to meet its EE goal. 

Elimination of the ARRT which RUCO contends is the unlawful 
creation of a new surcharge outside of a rate case. 

A reasonable bill impact that increases the DSM surcharge for the 
average residential consumer from $1 . I O  to $2.20. 

A performance incentive based in part on ultimate program 
performance rather than solely on program dollars spent. 

Allows TEP to recover the sizeable under collection as well as 
performance incentive monies due to TEP for 2010 and 201 1. 

In RUCO’s opinion, this Updated Plan serves as a bridge mechanism that 

allows TEP to expand its EE programs, to begin recovery for money owed 

to it that no patty in this docket disputes, and to be given a reasonable 

opportunity to meets its EE goals. It is a temporary measure that would 

last until the next rate case or next EE Implementation Plan. RUCO’s 

support for the Updated Plan in this docket in no way commits RUCO 

support any future energy efficiency imptementation plan or performance 

incentive methodology. 
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2. 

4. 

2. 

4. 

Is the Updated Plan different from TEP’s original proposal filed on 

January 31,2011 and revised on August 22,2011? 

Yes. It is very different. 

Can you please briefly describe how and why TEP’s EE 

Implementation Plan has changed since its original filing? 

Yes. TEP made its original 201 1-2012 EE Implementation Plan in 

January 201 1. To date, TEP has filed three modifications to that original 

filing. Below is timeline of relevant events associated with this matter: 

January 11,2011 Original Plan filed 

August 22,201 1 

November 16,201 1 

January 10,2012 

TEP modifies Plan to reflect passage of time 

Staff Report on TEP’s Plan 

Open Meeting where TEP requests matter 
pulled to find compromise with stakeholders 

January 31, 2012 TEP files “Modified Plan” to address 
stakeholder issues 

February 28,2012 

March 16,2012 

Updated Staff Report on Modified Plan 

Open Meeting where Commission sends 
matter to an evidentiary hearing 

TEP files “Updated Modified Plan” to reflect 
the passage of time 

May 2, 2012 

3 
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Modified 
Plan 

(1/31/2011) 

$59.3 M 
(Over 22 months) 

(Mar. 2012-Dec. 2013) 

COMPARISON OF PLANS 

Updated 
Modified 

Plan 
(5/2/2012) 

$27.9 M 
(over 15 months) 
(Oct. 2012- Dec. 

2013)) 

Q. Please describe the differences in the total cost of the different 

$11 M 

$0.001 249 

proposals? 

The chart below provides this information. A. 

$71.3M $34.7 M 
(over 12 months) (over 12 months) 

$0.006343 $0.00381 2 

TOTAL 
PLAN 
COST 

DSM 
RATE 

AVG. 
RES. 
BILL 

IMPACT 

$0.003608 

$3.19 

TOTAL PLAN COST 

$0.002497 

$2.20 $1.10 1 $5.58 1 $3.35 

4 

I 
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Staff 
Report 

I. Please provide a breakdown of the various components of the Pian 

Modified 
Plan 

(Over 22 months) 
(Mar. 2012 - Dec 2013) 

and how those components have changed over the course of time. 

$24,739,192 

N/A 

,. That information is found in the chart below. 

BREAKDOWN OF PLAN COMPONENTS 

$18,532,606 

$1 8,532,606 

PROGRAM COST 

Budget 
Oct. 2012 - Dec. 

TEP 
Original 

Plan 

(Exhibit 5) 

N/A 

TOTAL 

2013 Program 

PERFORMANCE 
INCENTIVE 

$71,346,149 

$1 ,I 14,648 
$6,706,524 
$8,577,172 

$34,668,899 $59,338,980 

$5.614.1 13 I $5.614.1 13 

5 

Updated 
Modified 

Plan 
(Over 15 months) 

(Oct. 2012 - Dec. 2013)) 

$18,532,606 

$1,114,648 
$1 .I 01.749 
$3 283 8 54 
TBD in rate 

case 

$3.862.556 

N/A 

$27,894,412 
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Q. 

A. 

Q. 

A. 

Why should the Commission approve the Updated Plan when TEP 

will be filing a rate case in the very near future? Why shouldn’t 

the Commission address this during the rate case? 

The Commission could do that. However, the rate case will take ata 
minimum 12 months to go from Application.to Decision. There is no 

dispute among the parties that TEP has an under collected balance for 

programs costs incurred over the last few years as well as money 

owed for meeting performance incentive levels as the Commission 

approved in TEP’s last rate case. Finally, if this matter were to be 

rolled into the rate case, there is no reason for TEP to ask for anything 

less than the full amount of money they feel is due. In the Updated 

Plan, TEP has compromised significantly on the amount of 

undercollected money due and the amount owed for the 201 1 and 

201 2 performance incentives. 

When was the last time the Commission adopted an EE 

Implementation Plan for TEP and set its DSM surcharge rate? 

The current rate of $0.001249 was set in Decision No. 71720 and went 

into effect on June 1, 2010. 
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Q. 

4. 

Q. 

A. 

Is the Updated Plan a variation of the Modified Plan? 

Yes. TEP filed the Modified Plan on January 31 , 2012 after a series of 

meetings with stakeholders to find a compromise from its original EE 

Implementation Plan proposal which could be supported by RUCO and 

other parties who had various objections to one or more components of 

TEP’s Plan. On February 14, 2012, RUCO filed a Notice in support of 

TEP’s Modified Plan. (See Attachment B) 

What are the differences between the Modified Plan and the Updated 

Plan? 

The most obvious difference is in the price tag. The reasons for this 

reduced cost are as follows: 

a. Duration of the Program: 

The Modified Plan included an $18.5M program budget for 2012 

and again for 201 3. The Updated Plan has an $1 8.5M program 

budget for a 15 month time period starting October 2012 and 

ending December 201 3. 

b. Performance incentive 

The Modified Plan proposed a $7.2 M performance incentive for 

2012 and for 2013. The Updated Plan proposes a $3.3 M 
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performance incentive for 201 2 and leaves the 201 3 performance 

incentive to be determined in the rate case. 

c. Undercollected balance 

The Modified Plan recognized a $5.6 M undercollected balance. 

The Updated Plan accepts a $3.9 M undercollected balance. 

a. 

4. 

Does that conclude your testimony? 

Yes it does. 
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ATTACHMENT A 



Statement of Qualifications 

Jodi A. Jerich 
Director 

Arizona Residential Utility Consumer Office (“RUCO”) 

Governor Jan Brewer appointed Jodi Jerich to serve as the Director of RUCO in 

February 2009. The Arizona State Senate found her qualifications to meet the 

statutory requirements to be Director found in Arizona Revised Statutes §40-462 

and confirmed her appointment. As Director, Ms. Jerich oversees and approves 

all testimony and briefs filed by RUCO. In consultation with her staff, she directs 

the public policy direction of the office. 

From 2003 through 2005, Ms. Jerich was employed at the Arizona Corporation 

Commission as the Policy Advisor to Commissioner Mike Gleason. In that role, 

she advised the Commissioner on matters coming before the Commission and 

was actively involved in the policy-making decisions of that Commissioner’s 

office. In 2006 when Governor Janet Napolitano appointed Barry Wong to fill the 

Commission seat vacated when Marc Spitzer was appointed to serve on the 

Federal Energy Regulatory Commission (FERC), she took a short leave of 

absence from the Legislature to assist Commissioner Wong to establish his 

office. 

Except for the time she was employed at the Commission, from 1997 through 

2008, Ms. Jerich was employed at the Arizona House of Representatives. She 



held numerous positions of ascending duties, eventually becoming Chief of Staff 

to the Speaker of the House and Counsel to the Majority Caucus. Relevant to 

utility regulation, Ms. Jerich advised Legislators on matters involving water, 

energy, Commission jurisdiction and utility infrastructure security. 

Jodi Jerich is a Phi Beta Kappa graduate of Indiana University. She also is a 

graduate of the Indiana University Mauer School of Law and is a member of the 

Arizona and Tennessee state bars. 

As RUCO Director, Ms. Jerich has sponsored testimony in several dockets 

involving policy positions regarding rate consolidation, decoupling and rate case 

expense. She has also filed testimony regarding settlement agreements that 

RUCO has signed and supported. 
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OPEN MEETING AGENDA ITEA 
_ _  

BEFORE THE ARIZONA CORPORATION COMMISYIUN 

SARY PIERCE 

30B STUMP 

SANDRA D. KENNEDY 

PAUL NEWMAN 

BRENDA BURNS 

CHAIRMAN 

COMMISSIONER 

COMMISSIONER 

COMMISSIONER 

COMMISSIONER 

RECEIVED 
tUl2 FED 14 P 12: I7 

6.2 CCIRP COMMISSIOW 
DOCKET CONTROL 

IN THE MATTER OF THE APPLICATION OF 
TUCSON ELECTRIC POWER COMPANY 

ENERGY EFFICIENCY IMPLEMENTATION 
PLAN 

FOR APPROVAL OF ITS 201 1-2012 

Arizona Gofporabon Commission 
DOCKETED 

FEB 14 2012 

Docket No. E-01933A-11-0055 

RUCO’S NOTICE OF FLING 

The RESIDENTIAL UTILITY CONSUMER OFFICE (“RUCO”) hereby files notice of 

its support of Tucson Electric Power‘s (“TEP“) Proposed Modified Implementation Plan 

(uPlan”) filed with the Arizona Corporation Commission (“Commission”) on January 31, 

2012, and supports TEP’s request that this matter be placed on an agenda for the 

February 23,2012 Open Meeting. 

RUCO has participated in the negotiations which resulted in the Plan. The 

negotiations were open, transparent and each party was provided ample opportunity to 

participate and express its position. The Plan, in RUCOs opinion, is a reasonable and 

balanced approach to a very difficult and unique set of circumstances. TEP believes that 

the Plan will allow it to meet its EE standard, and is in the public interest. The Plan does 

not include the controversial Authorized Revenue Recovery True-up mechanism (“ARRT”), 

adopts a program funding level 25% lower than Staffs recommendation, sets the 2012 

-1- 



. ,  
4 

1 

2 

3 

4 

5 

, 6 

7 

8 

9 

I O  

11 

12 

13 

14 

15 

16 

17 

18 

! 

j 
, 

! 

I 

1 19 

20 

I 21 

i 

I 22 

23 

24 

budget almost $5 million lower than the budget recommended by Staff, and sets the 

Demand Side Management Surcharge at $0.003608 per kWh for residential customers, 

lower than the Company's $0.007603' per kWh or Staff's recommended $.003812 per 

kWh. The Plan, if approved would have an average bill impact of 2.39% or a monthly 

increase of $2.08 on the residential bill. The parties will have the opportunity to revisit the 

issue when TEP files its next rate case in July, 2012. 

In sum, the Plan is in the public interest and RUCO supports it. 

RESPECTFULLY SUBMllTED this 14th day of February, 2012. 

- u  Chief Counsel 

AN ORIGINAL AND THIRTEEN COPIES 
of the foregoing filed this 14th day 
of February, 2012 with: 

Docket Control 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

COPIES of the foregoing hand delivered/ 
mailed this 14th day of Februry, 2012 to: 

Lyn Farmer 
Hearing Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Company's Exceptions, Exhibit A - Proposed Language 1 
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Janice Ahward, Chief Counsel 
Legal Division 
Arizona Corporation Commission 
I200 West Washington 
Phoenix, Arizona 85007 

Steven M. Olea, Director 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

C. Webb Crockett 
Fennemore Craig, P.C. 
3003 N. Central Avenue, Suite 2600 
Phoenix, AZ 85012-291 3 

Philip J. Dion 
Unisource Energy Corporation 
One South Church Avenue, Suite 200 
Tucson, AZ 85701 - .  
Michael Patten 
Roshka DeWulf & Patten, PLC 
One Arizona Center 
400 E. Van Buren St., Suite 800 
Phoenix, AZ 85004 
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BEFORE THE ARIZONA CORPORATION COMMISSION 

SARY PIERCE 

BOB STUMP 

SANDRA D. KENNEDY 

PAUL NEWMAN 

BRENDA BURNS 

CHAl RMAN 

COMMISSIONER 

COMMISSIONER 

COMMISSIONER 

COMMISSIONER 

IN THE MATTER OF THE APPLICATION OF 
TUCSON ELECTRIC POWER COMPANY 

ENERGY EFFICIENCY IMPLEMENTATION 
PLAN 

FOR APPROVAL OF ITS 201 1-2012 

Docket No. E-01 933A-11-0055 

RUCO'S NOTICE OF FILING 

The RESIDENTIAL UTILITY CONSUMER OFFICE (I'RUCOI') hereby provides 

notice of filing the Rebuttal Testimony of Jodi A. Jerich, in the above-referenced matter. 

RESPECTFULLY SUBMITTED this 6th day of July, 2012. 

AN ORIGINAL AND THIRTEEN COPIES 
of the foregoing filed this 6th day 
3f July, 2012 with: 

Docket Control 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 
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Jane Rodda 
-fearing Division 
4rizona Corporation Commission 
1200 West Washington 
'hoenix, AZ 85007 

Shades Hains 
Legal Division 
hrizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Steven M. Olea, Director 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

C. Webb Crockett 
Fennemore Craig, P.C. 
3003 N. Central Avenue, Suite 2600 
Phoenix, AZ 85012-2913 

Philip J. Dion 
Unisource Energy Corporation 
One South Church Avenue, Suite 200 
Tucson, AZ 85701 

Michael Patten 
Roshka DeWulf & Patten, PLC 
One Arizona Center 
400 E. Van Buren St., Suite 800 
Phoenix, AZ 85004 

David Berry 
P.O. Box 1064 
Scottsdale, AZ 85252-1 064 

Timothy Hogan 
202 E. McDowell Rd., Suite 153 
Phoenix, AZ 85004 
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3. 

I. 

3. 

4. 

3. 

9. 

3. 

4. 

Q. 

A. 

Did you previously file testimony in this docket? 

Yes. I sponsored Direct Testimony in support of TEP’s Updated Plan. 

Have you read the Direct Testimony filed by the other parties in this 

docket? 

Yes. 

Does RUCO continue to support TEP’s Updated Plan?? 

Yes. 

TEP witness Mr. Hutchens, in his Direct Testimony, characterizes the 

Updated Plan as “a bridge between now and the end of the rate 

case”. (Hutchens, Direct Testimony, p. 2) Does RUCO agree with this 

characterization? 

Yes. 

Why does RUCO support TEP’s Updated Plan? 

In my Direct Testimony, I provided several reasons why the Updated Plan 

is in the residential ratepayers’ interest. In addition to those delineated 

reasons, RUCO agrees with the reasoning of TEP witness, Denise Smith, 

found in her Direct Testimony which reads in part: 

“This Updated Plan allows TEP to increase its EE programs 
well before the conclusion of its upcoming rate case, 
providing a smoother ramp up of programs and costs 
needed to try to meet the Commission’s EE Standard. The 
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Updated Plan also represents a compromise position that 
still provides net benefits to all customers, provides 
programs for customers to reduce their electric bill, provides 
stability to the DSM market place, and provides a bridge 
mechanism to TEP’s next rate case, where lost fixed cost 
recovery can be synchronized with TEP’s future 
implementation plans.” (Smith, Direct Testimony, p. IO) 

After reading the testimony of the other parties, do you have a 

different perspective on the Updated Plan? 

Somewhat. In my Direct Testimony, I stated that the Updated Plan 

provided a program that gave TEP “a reasonable opportunity to meet its 

€,E goal.” (Jerich, Direct Testimony, p. 2) However, TEP witness, David 

Hutchens, testified in his Direct Testimony that the Updated Plan does not 

allow TEP to meet the 2012 or 2013 Standard. “However, it will provide 

TEP with the opportunity to narrow the compliance gap with the EE 

Standard in the future rather than the status quo.” (Hutchens, Direct 

Testimony, p. 12) 

RUCO continues to support the Plan and finds it understandable that TEP 

would be unable to meet its current year EE requirement. Since any 

DSMS reset and authorization of a new EE Plan would take place in 

October 2012 at the earliest, it is difficult to reach 12 months of energy 

savings in the last three months. 
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Does TEP need a waiver of the EE Rules? 

No. A waiver is not necessary. First, TEP is not seeking a waiver at this 

time. Furthermore, as Jeff Schlegel, from SWEEP, testified, “The Electric 

Energy Efficiency Standard is a cumulative standard meaning that TEP 

has the opportunity to catch up to the requirements of the standard over 

several years.” (Schlegel, Direct Testimony, p. 7) 

Does RUCO support Staff’s recommendation to increase the Updated 

Plan’s Budget from $18.5 million to $25 million? 

No. Staff proposes adding $6.5 million to TEP’s Energy Efficiency 

Implementation Plan. This would increase the average residential monthly 

bill from $1.10 to $2.38, which is a net increase of $0.18 over the average 

bill impact of TEP’s proposed Updated Plan. 

RUCO opposes the additional $6.5 million because it effectively scuttles 

the compromise the parties worked to achieve. And the utility is not 

asking for the additional funds. Additionally, RUCO is unclear which 

programs would be bolstered by the extra money. Finally, RUCO is 

unclear of just how much closer the extra $6.5 million would take TEP to 

meeting the Standard. At a time when the Commission has made it clear 

that accountability is a priority when it comes to energy efficiency, the 

additional $6.5 million is not justified. 
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Does RUCO support Staffs recommendation that there be no floor 

payments established for any Performance Incentive? 

Normally, RUCO would find Staffs point persuasive. “A floor would have 

the effect of guaranteeing a $2.6 (million) Performance Incentive, 

regardless of the savings actually achieved.” (McNeely-Kirwan, Direct 

Testimony, p. 11) So guaranteeing a minimum amount with a possibility 

of the utility not meeting that performance level would normally go against 

RUCO’s philosophy. 

For this docket, under these limited set of facts, RUCO does not adopt 

Staffs recommendation for five reasons. First, the Updated Plan is merely 

a bridge until a long range Energy Efficiency strategy may be more 

thoroughly vetted in TEP’s rate case. Second, after meeting with 

stakeholders, TEP agreed to collect an amount under this Updated Plan 

that is less than what TEP originally sought and is less than what it may 

be entitled to if TEP had pushed the issue. Third, the level of performance 

incentive funding is only a single component of the overall $18.5 million 

budget and is part of the give and take of the negotiating process. Fourth, 

TEP has given every indication of acting in good faith and will probably 

meet the performance level needed to earn the minimum incentive 

amount. Fifth, after this long, arduous and protracted proceeding, RUCO 

understands that a floor provides an assurance of a minimum amount of 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

revenues to be collected and sends a positive signal to Wall Street and 

rating agencies. 

What is RUCO’s opinion on the comments made in TEP’s Direct 

Testimony regarding the structuring of a Performance Incentive 

going forward as proposed in its rate case? 

RUCO finds these comments unrelated to the pending Updated Plan. 

While TEP may wish to preview the detail of its rate case Application now, 

RUCO limits its comments to the Updated Plan and nothing more. RUCO 

will address the various components of TEP’s energy efficiency rate case 

proposal in that docket. 

Any final comments? 

Yes. RUCO would like to reiterate that the Updated Plan provides 

balance. TEP may begin collection of monies due from previous 

Commission Orders authorizing new EE programs without adjusting the 

DSMS to accommodate these costs. The Updated Plan provides more 

expansive EE programs for TEP’s customers to utilize in order to reduce 

their electric bills. Finally, the Updated Plan results in a manageable 

increase to the average bill of $1. IO. 

Does that conclude your testimony? 

Yes it does. 
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Q.l 

A.l 

Please state your name, business affiliation and business address. 

My name is Mona Tierney-Lloyd. 

EnerNOC, Inc. (“EnerNOC”). 

California 93430. 

I am Director, Western Regulatory Affairs, for 

My business address is P. 0. Box 378, Cayucos, 

Q.2 Please describe the nature of EnerNOC’s business activities, and particularly those 

activities which are relevant to the subject matter of this preceding. 

EnerNOC is an implementer of commercial and industrial customer energy management 

solutions, including demand response and a suite of energy efficiency services which 

provide continuous savings through software and services. EnerNOC has approximately 

8,000 MW of dispatchable demand response available to provide peak capacity 

reductions, energy and ancillary services through contractual relationships with utilities 

or grid operators in North America, the United Kingdom, Australia and New Zealand. 

A.2 

4.3 

A.3 

Please describe your position responsibilities with EnerNOC. 

I am a Director of Western Regulatory Affairs for EnerNOC. In my position, I am 

responsible for representing EnerNOC’s interests before utility regulatory agencies in 

California, Arizona and New Mexico. Those interests could include protecting the value 

of existing contracts from changes in the regulatory environment, advocating for the 

approval of contracts by the regulatory agencies, advocating for expanded opportunities 

for third-party administered programs for energy efficiency and demand response and for 

the incorporation of energy efficiency and demand response into resource planning 

proceedings. 

Q.4 Have you previously presented testimony before this Commission or regulatory 

commissions in other decisions? 

- 2 -  
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A.4 I have previously testified before the Arizona Corporation Commission (“ACC”) in Case 

No. U-000-84-165. I have participated in the ACC’s Energy Efficiency Rulemaking 

(Docket Nos. E-00000J-08-03 14, E-00000C-09-0427). I have provided public comment 

in ACC Open Meetings in this proceeding as well as in support of the approval of the 

Commercial Direct Load Control Program (Docket No. e-O1933A 07-0401). I have 

recently filed testimony in California in Docket Number R. 12-03-0 14, the Long-Term 

Procurement Proceeding for all California Investor-Owned Utilities (IOUs), wherein 

EnerNOC is testifying to the ability for demand response to provide fast-response 

resources to displace the need for conventional resources. I have testified before the 

Minnesota Public Utilities Commission in Docket No. E-999/CI-09- 1449 about the value 

of third-party demand response providers and the New Mexico Public Regulatory 

Commission in Case No. 09-00257 to preserve the existing load management 

programs, including EnerNOC’s contract with Public Service of New Mexico (PNM). In 

my positions preceding my employment with EnerNOC, I have testified in various 

dockets in various state proceedings. 

Q.5 

A S  

What is the purpose of your Rebuttal Testimony? 

I will be discussing current proposals by Tucson Electric Power Company (“TEP”) and 

the Commission’s Staff to resolve certain issues which have arisen in this proceeding. 

Specifically, I will address Commission’s Staff‘s proposals contained in its June 15,2012 

Direct Testimony. 

Q.6 Does EnerNOC have a business relationship with TEP which will be impacted by 

the Commission’s decision in this proceeding? 

~ A.6 Yes. 

Q.7 Please describe the nature of that business relationship. 

I - 3 -  



A.7 

Q.8 

A. 8 

EnerNOC has a four-year agreement with TEP to provide commercial load curtailment 

services pursuant to TEP’s Commercial Direct Load Control Program (”DLC Program”). 

EnerNOC provides TEP with firm capacity curtailment services from TEP’s commercial 

and industrial customers. More specifically, TEP pays EnerNOC for those load 

reductions and EnerNOC pays the customers to curtail their demand as directed. In that 

regard, EnerNOC provides the customers with equipment that communicates real-time 

energy usage information to EnerNOC’s network operations center (NOC), the customer 

and TEP. EnerNOC also provides the customers with a site analysis and a detailed 

energy curtailment plan. 

Please briefly describe the benefits of the DLC Program to TEP and to its 

customers. 

The DLC Program provides several benefits to both TEP and its customers, participants 

and non-participants alike. The DLC Program gives TEP the ability to call upon the 

program when its demand is approaching peak conditions. By initiating an event, TEP’s 

participating customers reduce their demand and thereby (i) may reduce stress or 

congestion on the distribution or transmission system, (ii) may obviate the need for a 

higher-priced capacity or energy resources, and (iii) may contribute to the reserve margin 

for planning purposes. The DLC Program is distributed across TEP’s service territory. It 

doesn’t require green field or brown field development permits or approvals or any new 

infrastructure investment. 

From a participating customer’s perspective, they receive all equipment necessary 

to participate at no charge. They are provided a detailed curtailment execution plan. 

They receive real-time access to their energy usage data on a five-minute interval basis. 

They gain insight into the ways that they can manage their energy demand, control a 

portion of their energy costs and receive a payment for that modified behavior, while 

providing an overall benefit to the reliability of the electrical system. Further, EnerNOC 

- 4 -  



insulates customers from any penalties for failure to perform. In the difficult economic 

climate for businesses today, customers need any edge they can access to improve the 

bottom line. Non-participating customers receive value by TEP being able to defer 

additional investment in infrastructure through a cost-effective resource that does not add 

new air emissions. 

Q9 Are you familiar with the history of this proceeding, and the various proposals 

which have been submitted by both TEP and the Commission’s Staff at various 

stages? 

Yes, I am. TEP filed its original Energy Efficiency Implementation Plan in January 

201 1. In response, Commission Staff filed its Recommended Order on November 16, 

20 1 1, which approved a budget for TEP’s Energy Efficiency Programs of $34.7 million 

for 201 1 and 2012 and suggested deferring action on TEP’s proposed Authorized 

Revenue Requirement True-Up (ARRT) Mechanism, as well as TEP’s proposed revised 

incentive mechanism, until a future rate case. TEP filed Exceptions to the Recommended 

Order on December 2, 201 1. I represented EnerNOC at the ACC’s Open Meeting held 

on January 10, 2012 and provided public comment in support of TEP’s original EE 

Implementation Plan. The ACC declined to make a decision upon the matter; however, 

the ACC did order the parties to meet to see if a settlement was possible. 

A.9 

Thereafter, Residential Utility Consumers Office (RUCO), Southwest Energy 

Efficiency Project (SWEEP), Arizonans for Electric Choice and Competition and Freeport 

McMoRan (AECC/Freeport McMoRan), collectively “The Settling Parties”, and TEP 

reached a settlement in support of TEP’s Revised Implementation Plan with some further 

changes which was filed on January 31, 2012. That plan is referred to as the Modified Plan. 

However, Commission Staff did not reach agreement with TEP and The Settling Parties. 

The matter was discussed at the ACC’s March 16, 2012 Open Meeting and 

referred to the ACC’s Hearing Division. A Procedural Conference was convened on 
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April 11, 2012. On May 2, 2012, TEP filed and update to the Modified Plan referred to as 

the Updated Plan. A Procedural Order was issued on May 24,2012 establishing the dates 

for filing Direct Testimony, June 15,2012, and Rebuttal Testimony, July 6,2012. 

Q.10 Is it your understanding that the Updated Modified Plan filed by TEP on May 2, 

2012 represents TEP’s current proposal for resolving the various issues which have 

arisen during the history of this proceeding? 

A.10 Yes. 

Q.11 

A. 1 1 

What is your understanding of the Updated Plan? 

My understanding of the Updated Plan is that it includes the following: 

0 Funding for the programs, recommended by Commission Staff in the 

Recommended Order, at 75% of the funding level 

Elimination of the AART Mechanism 

An interim performance incentive mechanism 

A budget of $27.9 million from October 1,2012 through December 3 1,201 3 

Establishment of a Demand Side Management Surcharge at $.002497/kWh for 

residential customers and 2.86% on all charges (except for taxes and 

governmental charges) for all non-residential customers. 

0 

0 

0 

0 

Q.12 Is it your understanding that the Direct Testimony filed by the Commission’s Staff 

on June 15, 2012 represents the Commission Staffs current Primary Proposal for 

resolving such issues, plus two (2) alternative forms of resolution if the Commission 

Staffs Primary Proposal is not adopted by the Commission? ~ 

1 A.12 Yes. 
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Q.13 Please describe your understanding of Commission Staff’s Primary Proposal and 

the two alternative proposals. 

My understanding of Commission Staffs Primary Proposal is as follows: A. 13 

0 

0 

Adoption of Staffs Recommended Order 

Increase TEP’s budget from $18.5 to $23.5 million to ensure meeting the EE 

targets 

TEP’s requests for waivers of the 20 12 and 20 13 EE Standards would be denied 0 

0 TEP’s revised incentive mechanism would be denied and the current incentive 

mechanism would remain in place until TEP’s next rate case 

The DSM Surcharge would remain at equal cents/kWh for all customer classes 

The lost fixed cost recovery (LFCR) would be dealt with in TEP’s next rate case 

0 

0 

My understanding of Alternate 1 is it: 

0 

0 

0 

Includes TEP’s budget of $1 8.5 million 

Grants a waiver for 2012 and 2013 EE Standards 

Recommends adoption of Staffs position on the true-up mechanism and the 201 3 

Implementation Plan 

Establishes a DSM Surcharge of $.02284 with TEP’s spending proposal and 

Staffs recommended performance incentive mechanism and recovery mechanism 

0 

My understanding of Alternate 2 is as follows: 

0 

0 

0 

Includes the existing budget of $7.5 million 

Grants a waiver for 2012 and 2013 EE Standards 

Establishes a DSM Surcharge at $.001432, on a equal centkwh basis from all 

customers 

TEP would be granted a waiver from filing a 201 3 EE Implementation Plan 

True-up would be done in accordance with Staffs recommendation 

All other issues would be resolved in TEP’s just filed rate case and remain in 

effect until a decision is rendered in that case. 

0 

0 

0 

- 7 -  



Q.14 Please discuss how Commission adoption of TEP’s Updated Plan would impact 

EnerNOC’s existing business relationship with TEP, and how such impact, in turn, 

would affect the ability of both TEP and EnerNOC to fully realize the originally 

contemplated benefits for each company under the contract between them. 

EnerNOC supports adoption of TEP’s Updated Plan as a reasonable middle ground 

between Commission Staff‘s November 16, 2011 Recommended Order and TEP’s 

January 3 1, 201 1 original proposal by balancing h d i n g  levels for existing programs 

while ensuring a reasonable recovery opportunity for TEP. 

A.14 

By way of background, the ACC approved the DLC Program in Decision No. 

71787 on July 12, 2010. TEP and EnerNOC entered into a four-year contract to provide 

up to 40 MW of demand response capacity through curtailable load. Less than six (6) 

months later, TEP submitted its original EE Implementation Plan proposal on January 3 1, 

201 1. Since the DLC Program was approved, EnerNOC has been working with TEP and 

its customers to enable commercial and industrial customers to participate in the 

program. To do so, requires marketing and sales efforts, establishing the program 

parameters in EnerNOC’s internet technology systems, training employees about the 

program, site visits with customers and development of individual curtailment plans, 

enabling the customer sites with EnerNOC’s Site Servers to provide real-time insight into 

customer energy usage, coordinating with TEP on utility installation of devices, etc. 

Accordingly, pursuant to its contract with TEP, EnerNOC has made an investment in 

human resources, equipment and technology to implement the DLC Program and meet 

contract performance expectations. 

TEP’s original proposed EE Implementation Plan program cost for 201 1 and 2012 

was slightly more than $51 million, Of that, TEP had proposed a 2-year budget for the 

DLC Program of $5.4 million. The Updated Plan contains a budget for October 1, 2012 

through December 31, 2013 of $27.89 million, of which the program budget is $18.5 

million. The budget for the DLC Program in the Updated Plan is $1.43 1 million. The 

- 8 -  
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Commission Staffs Recommended Order provided a budget for the DLC Program of 

$1.336 million in 201 1 and $2.752 million in 2012. The difference between the 201 1 and 

2012 budgets for the DLC Program is mainly related to anticipated growth in the 

program. While TEP’s Updated Plan contains a DLC Program budget that is 

significantly less than that originally presented by TEP and that proposed in the 

Recommended Order, EnerNOC is recommending adoption of the Updated Plan, because 

EnerNOC believes it represents a reasonable resolution of some thorny issues for the 

interim period until TEP’s next rate case is resolved. 

EnerNOC’s expectation for the program, whose first year of implementation was 

in 201 1, was to continue to add capacity to the DLC Program up to the full contract 

capacity. Now, 201 1 and a large portion of 2012 will have passed without clarity on the 

EE Implementation Plan and EnerNOC’s contract opportunities relative to the DLC 

Program. TEP notified EnerNOC, as reflected in the Direct Testimony of TEP Witness 

Denise Smith, to suspend recruitment of new customers into the program. At the budget 

levels presented by TEP Witness Denise Smith, EnerNOC could grow its program 

slightly in 2012 and 2013 above 2011 levels. While still falling short of EnerNOC’s 

expectations in terms of program growth and revenue, it is a better proposition than 

freezing the funding at current levels ($7.5 million). 

No implementation contractor wants to face the prospect of freezing its growth 

potential for a couple of years on a new contract with a finite term. However, EnerNOC 

is a partner to TEP and is interested in cultivating a longer-term relationship, if possible. 

Therefore, we are willing to accept a share of the burden during the interim period in 

order to reach a reasoned compromise, which is what the Updated Plan represents. 

-9- 
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A.15 

Q.16 

A.16 

No. 

Please discuss how Commission adoption of Commission Staff’s Primary Proposal 

would impact EnerNOC’s existing business relationship with TEP, and how it 

would affect the ability of TEP and EnerNOC to realize their respective originally 

contemplated contractual benefits. 

Commission Staff has a Primary Proposal and two alternative proposals, which are 

discussed in its June 15, 2012 Direct Testimony. The Primary Proposal would increase 

the amount of funding relative to TEP’s Updated Plan. While at first blush that approach 

might appear to be a good outcome for EnerNOC’s individual program, and other EE 

programs, it also places TEP in the untenable position of spending more on energy 

efficiency while it is losing revenues and contributions toward its related fixed cost 

recovery. In that regard, it is EnerNOC’s belief that EE program rules and requirements 

are only viable and durable if there is a perceived commitment to a regulatory paradigm 

which reflects rule consistency and ongoing regulatory support. In addition, the utility 

and the implementation contractor must have a reasonable expectation that the program 

can actually be implemented, as expected. For the implementation contractor, that means 

the opportunity to realize the full contract capacity and associated revenue generation 

from the program. For the utility, they would receive the resource they were expecting 

and a reasonable opportunity to recover associated costs to implement the programs. If 

TEP is placed in the position of losing revenue and an inability to make contributions 

toward its fixed cost recovery and its rate of return, then TEP conceivably will be put into 

the position of having to seek waivers to the rules, in order to protect its fiduciary 

responsibility to its shareholders and its ability to provide safe, adequate and reliable 

service to its ratepayers. Commission Staffs Primary Proposal contemplates an increase 

in spending without modifying either the performance incentive or the lost revenue 

recovery mechanism, which will affect TEP’s ability to recover associated costs for 
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implementing the program. The inability to resolve this issue has frozen existing 

programs, which has impacted EnerNOC’s contract capacity and revenue generation 

expectations, it has impacted the ability to add customers that had exhibited an interest in 

the Program, and it has created uncertainty as to those expectations for the next year or 

longer, until the rate case is resolved. Therefore, it has hurt the overall program 

implementation. 

Q.17 Please discuss how Commission adoption of Commission Staffs Alternative #1 

would impact EnerNOC’s existing business relationship with TEP, and how it 

would affect the ability of TEP and EnerNOC to realize their respective originally 

contemplated contractual benefits. 

A.17 Alternative 1 would adopt TEP’s program budget proposal of $18.5 million, but would 

not adopt the DSM Surcharge allocation methodology or the performance incentive 

mechanism. Commission Staffs position is that the lost revenue recovery and changes to 

the performance incentive mechanism should be proposed and addressed in the rate case 

filed by TEP on July 2, 2012. As previously noted, EnerNOC’s position is to support 

TEP’s Updated Plan for the interim period, while the rate case is pending. It provides a 

middle ground of providing continued funding to existing programs while also providing 

some revenue certainty for TEP. Commission Staffs Alternative #1 does not do so, and 

could result in some of the same adverse consequences for EnerNOC as Commission 

Staffs Primary Proposal, discussed above. Accordingly, EnerNOC opposes Alternative 

#l. 

~ Q.18 Please discuss how Commission adoption of Commission Staff’s Alternative #2 

would impact EnerNOC’s existing business relationship with TEP, and how it 

would affect the ability of TEP and EnerNOC to realize their respective originally 

contemplated contractual benefits. 
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A. 18 Alternative 2 would be devastating to implementation contractors by reducing EE 

program fbnding to 201 1 levels and thereby disallowing any growth to occur during 2012 

and 2013 until the new rates would take effect. For EnerNOC, that would create great 

uncertainty and cause harm to the existing program. EnerNOC would have to contact 

currently registered customers who were equipped, trained and ready to perform and ask 

them not to participate in the program until further notice. These customers have planned 

to reduce consumption in exchange for monetary inducements, may have planned or 

budgeted for their reduced energy spend, and would now have to either look for other 

options or just incur the additional expense. That would harm the specific relationships 

with the affected customers, and it could generally hurt the reputation of EnerNOC and 

the program as a whole. Further, customers might not have confidence to re-enlist once 

the budget concerns are worked out, since it may appear that TEP andor the Commission 

is reconsidering the value of EE programs. 

Thus, EnerNOC would be in the position of having deployed resources with the 

expectation of receiving revenues that would not be realized. Plus, EnerNOC’s near-term 

opportunities to realize increased revenues by expanding the program over 2011 levels 

would be frozen until the rate case is resolved, which potentially could be through the end 

of 2013. EnerNOC’s contract with TEP was entered into with certain expectations of 

both counterparties. EnerNOC’s enrollment and revenue opportunities, as well as those 

of participating customers would be significantly undercut by this proposal. Of all of the 

Commission Staffs proposals, this is the most detrimental from an implementation 

contractor’s perspective. 

Q.19 Please summarize why EnerNOC believes that the Commission should adopt TEP’s 

Updated Plan rather than the Commission Staff‘s Primary Proposal or the 

Commission Staff’s Alternative #s 1 or 2. 

- 12- 
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A.19 It is EnerNOC’s position that the Commission should adopt TEP’s Updated Plan, rather 

than the Commission Staffs Primary Proposal or Commission Staff‘s Alternative 

Proposals, since the Updated Plan represents a reasoned compromise in which all parties 

will absorb a little pain in order to maintain an appropriate balance of interests until the 

Commission reaches a decision in TEP’s recently filed rate case. 

Q.20 The history of this proceeding suggests that several important aspects of TEP’s 

Energy Efficiency Programs and Implementation Plans may be carried over into 

TEP’s forthcoming rate case. Does EnerNOC plan to request intervention in that 

proceeding? 

Yes, as of this juncture. A.20 

4.21 

A.21 Yes. 

Does that complete your Rebuttal Testimony? 

E \uusers~n~ela\documents\la~\enemoc. inc\drect test mona v5 fnl doc 
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3 Q. Please state your name and business address. 
4 
5 
6 Tucson, Arizona 85704-3224. 
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A. My name is Jeff Schlegel. My business address is 1167 W. Samalayuca Drive, 

A. I am testifying on behalf of the Southwest Energy Efficiency Project (SWEEP). 

A. SWEEP is a public interest organization dedicated to advancing energy efficiency as 
a means of promoting customer benefits, economic prosperity, and environmental 
protection in the six states of Arizona, Colorado, Nevada, New Mexico, Utah, and 
Wyoming. SWEEP works on state legislation; analysis of energy efficiency 
opportunities and potential; expansion of state and utility energy efficiency programs 
as well as the design of these programs; building energy codes and appliance 
standards; and voluntary partnerships with the private sector to advance energy 
efficiency. SWEEP collaborates with utilities, state agencies, environmental groups, 
universities, and energy specialists in the region. SWEEP is h d e d  by foundations, 
the U.S. Department of Energy, and the U.S. Environmental Protection Agency. I am 
the Arizona Representative for SWEEP. 

A. I am an independent consultant specializing in policy analysis, evaluation and 
research, planning, and ’program design for energy efficiency programs and clean 
energy resources. I consult for public groups and government agencies; and I have 
been working in the field for over 25 years, In addition to my responsibilities with 
SWEEP, I am working or have worked extensively in many states that have effective 
energy efficiency programs, including California, Connecticut, Massachusetts, New 
Jersey, Vermont, and Wisconsin. In 1997 I received the Outstanding Achievement 
Award for the International Energy Program Evaluation Conference. I have testified 
before the Arizona Corporation Commission in many proceedings. 

A. In my testimony I will summarize the public interest in increasing electric energy 
efficiency; describe the significant consumer, economic, and environmental benefits 
that Tucson Electric Power Company’s (TEP) energy efficiency programs have 
achieved; explain why TEP’s existing energy efficiency offerings have been 
suspended in 201 2; explain why new customer money-and-energy-saving 
opportunities have been indefinitely delayed; explain SWEEP’S support for the 

1 



1 
2 
3 
4 
5 
6 
7 
8 

Updated Modified Plan as a framework for restoring existing and establishing new 
cost-effkctive energy efficiency opportunities for customers; describe SWEEP’s 
opposition to TEP’s request for a waiver to the Electric Energy Efficiency Standard 
and plans not to file a 201 3 Energy Efficiency Implementation Plan; SWEEP’s 
concerns about the bill impact for small commercial customers relative to the costs 
that other commercial and industrial customers would experience; and SWEEP’s 
support of the proposed performance incentive as an interim incentive only and one 
that is not precedent setting. 
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The Public Interest in Increasing Electric Energy Efficiency 

Q. What is the public interest in increasing electric energy efficiency? 

A. Electric energy efficiency is in the public interest. Increasing energy efficiency will 
provide significant and cost-effective benefits for all TEP customers, the electric 
system, the economy, and the environment. Electric energy efficiency is a reliable 
energy resource that is less expensive than other available energy resources. 
Consequently, increasing energy efficiency will save consumers and businesses 
money through lower electric bills and the deferral of unnecessary infrastructure, 
resulting in lower total costs for customers. Increasing energy efficiency also reduces 
load growth, diversifies energy resources; enhances the reliability of the electricity 
grid; reduces the amount of water used for power generation; reduces air pollution; 
creates jobs that cannot be outsourced; and improves the economy. In addition, 
meeting a portion of load growth through increased energy efficiency can help to 
relieve system constraints in load pockets. By reducing electricity demand, energy 
efficiency mitigates electricity and fuel price increases and reduces customer 
vulnerability and exposure to price volatility. Energy efficiency does not rely on any 
fuel and is not subject to shortages of supply or increased prices for natural gas or 

The Status of TEP’s Energy Efficiency Offerings for Customers 

Q. How long has TEP offered energy efficiency opportunities for customers? 

A. TEP has offered money-and-energy-saving opportunities for customers since 1992. 
These programs have been recognized as best practices, including TEP’s residential 
new construction program, which has served as a model for other elect& utilities. 
TEP has also been recognized for its innovative offerings, including its Shade Tree 

Q. At what levels has TEP invested in energy efficiency? 

A. From 2009-201 1 TEP invested more than $33.6 million in energy efficiency (EE). 
Over this period, TEP’s annual commitment to EE programs grew from $7.4 million 
in 2009 to $13.0 million in 2010 and $13.2 million in 201 1. 

2 
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6 Net benefits exceeding $150 million dollars; 

Q. What have TEP’s EE programs accomplished? 

A. TEP’s cost-effective programs have delivered significant economic, energy and 
environmental benefits for customers. For example, from 2009-201 1, TEP reports 
that its EE portfolio delivered: 

7 Lifetime savings exceeding 3.5 GWh; 

8 0 Lifetime savings exceeding 2.2 million therms; 

9 0 Lifetime water reductions exceeding 1.5 billion gallons; 

10 0 Lifetime SOX reductions exceeding 3,700 tons; and 

11 0 Lifetime NOx reductions exceeding 4,900 tons. 
12 
13 
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38 Proposed new offerings included: 
39 
40 
41 

Q. What EE plans has TEP proposed recently? 

A. In January 201 1, TEP filed a 201 1-201 2 EE Implementation Plan with the 
Commission. This two-year Plan proposed the launch of new and the expansion and 
continuation of existing customer energy-saving opportunities. The Plan anticipated 
delivery of cumulative annual energy savings exceeding 300 GWh and net benefits 
exceeding $130 million. The total program investment sought was $5 1.1 million: 
$23.6 million in 201 1 and $27.5 million in 2012. TEP’s proposal also included a 
request for expedited review and approval with the goal of launching new and 
expanding existing customer opportunities by June 20 1 1. This expedited review and 
Commission approval did not occur. 

Q. What new customer opportunities were proposed by TEP in its Plan? 

A. TEP proposed several new cost-effective money-and-energy-saving opportunities for 
customers. These new opportunities were designed to serve more customers 
(including small business owners; renters; and schools) and provide new ways for 
customers to save money and energy. Moreover, new offerings were developed after 
years of work by TEP ratepayers (including the forty religious institutions that 
comprise the Pima County Interfaith Council); were strongly supported by TEP 
ratepayers (as evidenced by the hundreds of handwritten and &ail communications 
the Commission received in the implementation plan docket and the public comments 
made at open meetings concerning the plan); and have been successfully 
implemented in other Arizona electric utility service territories. 

A Schools Facilities Program to help schools upgrade their facilities. 
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A Multi-Family Housing Efficiency Program to provide renters, who are 
notoriously hard-to-engage due to an array of market failures, with savings 
opportunities. 

A Retro-Commissioning Program to help commercial and industrial customers 
improve existing building performance. 

A Residential Energy Financing Program to leverage private capital with 
ratepayer money to help residents implement additional efficiency measures. 

A Bid for Efficiency Pilot Program to spur market competition by engaging third 
parties to propose energy-saving projects and bid competitively for incentives. 

An Appliance Recycling Program to help customers recycle old, inefficient 
appliances. 

Additional energy efficiency saving opportunities for small businesses through 
the Small Business Direct Install Program. 

An Energy Codes Enhancement Program, mirrored after a successful Salt River 
Project program projected to achieve nearly half a million MWh savings by 
2020.’ 

Q. What is the status of TEP’s 201 1-2012 EE Implementation Plan? 

A. TEP’s 201 1-2012 Plan was considered by the Arizona Corporation Commission at its 
Open Meeting in January 2012 (after the 201 1 program year concluded). At that 
meeting, and in response to a suggestion from the Company and other stakeholdkrs 
(including SWEEP), the Commission encouraged interested stakeholders to negotiate 
a compromise solution to address outstanding issues in TEP’s Plan, including TEP’s 
lost fixed cost revenue recovery mechanism (the “Authorized Revenue Recovery 
True-up” mechanism or AART). 

Acting on the Commission’s request, interested stakeholders including TEP, 
Commission Staff, the Residential Utility Consumer Office (RUCO), Freeport 
McMoRan Copper & Gold, Inc., Arizonans for Electric Choice and Competition 
(AECC), and SWEEP met over several days to contemplate a mutually-agreeable 
compromise. The end product of these conversations was the “Modified Plan,” which 
the Commission considered at its March 2012 utilities Open Meeting. At that Open 
Meeting, the Commission elected to hold evidentiary hearings on the matter, 
effectively delaying consideration of the Modified Plan until a later date. TEP has 
since updated the Modified Plan to address issues raised by AECC and the lapse in 

See “In Support of Clean & Efficient Energy; SRP Position on Model Energy Codes”: 
h t t p : / / ~ . s r p n e t . c o m / e n v i r o n m e n t / e a r t h w s 2 0  1 1 .pdf 
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time. This revised plan is called the “Updated Modified Plan,” which was filed on 

Q. What is the current status of TEP’s energy efficiency programs? 

A. Following the Commission Open Meeting in March 2012, many of TEP’s existing 
programs serving residential and commercial customers were suspended. In 
addition, TEP’s plans to launch new programs and opportunities to-serve more 
customers were indefinitely delayed. Compared with 201 1 levels, existing programs 
were also significantly downsized. For example, overall efficiency investment was 
halved fiom $1 1.3 million in 201 1 to $5.6 million in 2012, and investment in almost 
every existing EE program was slashed dramatically (with the exception of low 
income weatherization). EE program cuts ranged between 12 and 72%, with the 
greatest changes to programs serving business and commercial customers. SWEEP 
has prepared a table as “Attachment A” describing these cuts. 

Q. Why were existing programs suspended and/or cut in 2012? 

A. Two factors contributed to the suspension and cuts to existing programs: 

1. The Commission approved new EE programs and expanded program budgets for 
TEP at several points in the 2010-201 1 timefiame, yet the adjustor mechanism to 
collect the Commission-approved EE program funding fiom customers has not been 
reset to accommodate Commission-authorized program funding levels since June 1, 
2010. TEP complied with Commission authorization by implementing the 
Commission-approved EE programs and approved budgets, but the ratepayer finding 
to support the budgets was not collected fiom ratepayers due to the delay in resetting 

2. The Modified Plan included a proposal to reset this adjustor mechanism. Because 
Commission action on the Modified Plan has not occurred, and did not occur at the 
January or March 2012 Open Meetings, this adjustor mechanism has not been reset to 
adequately fund Commission-authorized programs and program budgets. 

Q. What are SWEEP’S concerns about the status of TEP’s energy eficiency offerings? 

A. SWEEP is extremely concerned about the deep cuts to TEP’s EE programs because 
these programs deliver important and substantial customer, economic, environmental, 
and utility system benefits. Notably, these programs help customers reduce their 
energy bills, and program cuts are occurring at a time when energy bills are highest 
during the year. These program cutbacks have caused significant disruptions in the 
demand side management marketplace, leading to a loss of local jobs. In addition, 
proposed new programs and program expansions, which would provide additional 
cost-effective benefits to customers, have not b&n implemented. 

. 
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Q. How can this evidentiary hearing process help to resolve these concerns? 

A. SWEEP is very appreciative of the Procedural Order issued by the Commission on 
May 16,201 1, which established the evidentiary hearing process to consider 
outstanding issues related to TEP’s 201 1-2012 EE Implementation Plan. By focusing 
the scope of the hearings on the TEP’s Updated Modified Plan, the hearings could 
lead to the reinstatement of existing and enhanced EE programs and adequate budgets 
for TEP customers by fall 2012, consistent with TEP’s estimate in its May 2,2012 
filing. In contrast, if the EE implementation plan issues were deferred to the TEP rate 
case, customers would not receive the benefits of the Updated Plan EE programs until 
mid-2013 at the earliest. Such a delay is not in the interest of TEP customers and 
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would only further disadvantage customers. 

SWEEP’S Position on the Updated Modified Plan 

Q. What is SWEEP’S position on the Updated Modified Plan? 

A. SWEEP supports the Updated Modified Plan (with modifications as described below) 
as a framework that enables restoration of existing and the establishment of new cost- 
effective opportunities that help customers save money and energy. SWEEP 
previously supported the Modified Plan developed through discussions with TEP and 
interested parties, including at the March 201 2 Open Meeting. 

Q. Does SWEEP support the lower level of program funding contemplated by the 

A. In the spirit of compromise, SWEEP is willing to agree to and support a lower level 
of program funding than was originally proposed by TEP in its initial filing and lower 
than the level proposed in the Compromise Modified Plan in March 2012 because the 
Updated Modified Plan’s programs and program budgets will: 

1. Restore existing cost-effective programs that help ratepayers save money and 
energy, reduce customer bills, lower total customer costs, create local jobs, and 
deliver significant consumer and economic benefits. 

2. Launch new cost-effective programs and offerings that deliver customer savings. 

Q. Are there any aspects of the Updated Modified Plan that SWEEP does not support? 

A. Yes. SWEEP opposes any waiver of the Electric Energy Efficiency Standard and 
TEP’s request not to file a 2013 EE Plan. In addition, SWEEP is concerned that the 
Updated Modified Plan results in DSMS customer charges and bill impacts for small 
commercial customers that are too high relative to the costs that large industrial and 
large commercial customers would experience. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Why does SWEEP oppose a waiver of an Electric Energy Efficiency Standard and 
TEP’s request not to file a 2013 EE Plan? 

The Electric Energy Efficiency Standard is a cumulative standard, meaning that TEP 
has the opportunity to catch up to the requirements of the standard over several years. 
In fact, TEP recently indicated that it plans to be in compliance with the Electric 
Energy Efficiency Standard by 2016, despite recent cutbacks to programs. Therefore 
a waiver is simply unnecessary. To that end, TEP should prepare a filing that will 
propose new energy efficiency programs or program enhancements in 2013 to ensure 
it continues along a pathway for achievement of the cumulative energy savings 
requirements set forth in the Standard. 

Furthermore, energy efficiency is the least cost energy resource available and delivers 
significant and cost-effective benefits for all TEP customers, the electric system, the 
economy, and the environment. As such, it should be fully pursued in alignment with 
the Electric Energy Efficiency Standard, as a cumulative requirement, even if a utility 
may fall short for one or more years along the way. TEP should continue to pursue 
full compliance with the cumulative standard essentially by catching up over the next 
few years. 

Regarding the DSMS customer charges and the bill impacts for customer sectors, 
what are SWEEP’S concerns? 

SWEEP is concerned that the Updated Modified Plan results in DSMS customer 
charges and bill impacts for small commercial customers that are high (as a total 
utility bill % increase) relative to the costs that other commercial and industrial 
customers would experience. Indeed, Table 4 in TEP’s May 2,2012, filing anticipates 
an increase in small commercial bills of 1.7 1 %. In comparison, industrial customers 
will experience a 1.26% increase and commercial customers will experience a 1.60% 
increase. 

SWEEP could accept the relatively higher total utility bill % increase for small 
commercial customers, which is only a slightly higher % bill impact than the level 
that large commercial customers would experience, for the interim period of the 
Updated Modified Plan, as long as the small commercial customers as a class receive 
at least the level of EE program funding collected fkom small commercial customers. 
In this manner, the small commercial class would be receiving the benefits of the 
funding collected from their customer class. 

What is SWEEP’S position on the proposed performance incentive? 

SWEEP supports the performance incentive in the Updated Modified Plan as an 
interim incentive only and one that is not precedent setting. We also support the 
revision of this performance incentive as part of the next TEP rate case. Finally, 
SWEEP has provided other comments on the design of the performance incentive in 
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1 Introduction 
2 
3 Q. Please state your name and business address. 
4 
5 
6 Arizona 85704-3224. 
7 
8 
9 

10 
11 on June 15,2012. 
12 
13 
14 
15 A. No. 
16 
17 
18 
19 
20 
21 

A. My name is Jeff Schlegel. My business address is 1 167 W. Samalayuca Drive, Tucson, 

Q. Did you submit direct testimony in this proceeding? 

A. Yes. I filed direct testimony on behalf of the Southwest Energy Efficiency Project (SWEEP) 

Q. Have there been any changes in your qualifications or representation of SWEEP? 

Q. What is the purpose of your testimony? 

A. In my testimony, I will to respond to several issues raised by Commission Staff and 
interveners in their direct testimony. 

22 
23 
24 Q. 
25 
26 
27 A. 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

SWEEP Response to Issues Raised bv Commission Staff and Interverners 

Several parties supported the Updated Plan in their testimony. What is SWEEP’S position on 
the Updated Plan? 

SWEEP supports the Updated Plan as a framework to restore existing energy efficiency 
programs and to establish new cost-effective energy efficiency opportunities to help more 
and new customers - including renters, small businesses, and schools - save money and 
energy and reduce their utility bills. If approved, the Updated Plan will deliver substantial 
customer, economic, environmental, and utility system benefits and put local contractors 
back to work, bringing stability and continuity to the demand side management marketplace. 
Commission approval of the Updated Plan will also ensure delivery of these important 
customer services and benefits in the near-term, long before the conclusion of the Tucson 
Electric Power Company’s (TEP) next general rate case, which could be more than one year 
away. 

The Updated Plan is a compromise that SWEEP supports because it will result in the delivery 
of important public interest benefits for TEP customers over the next year while the utility 
company’s general rate case application is processed. As SWEEP previously testified, the 
Updated Plan represents a product developed through many hours of conversations between 
TEP, Commission Staff, the Residential Utility Consumer Office, Freeport McMoRan 
Copper & Gold, Inc., Arizonans for Electric Choice and Competition, and SWEEP. To that 
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end, it considers mutual concessions and represents a give and take on a series of issues. 
SWEEP would not normally compromise on several of the issues contemplated by the 
Updated Plan. However, in the interest of working vigorously to ensure that consumers have 
adequate opportunities to reduce their utility bills, and soon, SWEEP was willing to work 
with others to forge and support a compromise that balances the various parties’ interests. 
SWEEP emphasizes that this is a short-term solution to benefit customers now, which will be 
superseded by the outcome of the rate case proceeding next year. 

Q. In its testimony, Staff proposed alternatives to the Updated Plan. What is SWEEP’S position 
oq Staff’s alternative proposals? 

A. Considering the positions of the various parties in this proceeding, SWEEP is concerned that 
Staffs alternative proposals would not have the broad support that exists for the Updated 
Plan. As a result, Staffs proposals could result in a delay in Commission approval of a 
timely solution and ultimately may result in a delay in customers receiving the utility bill 
savings and benefits fkom the cost-effective programs. 

SWEEP is supporting the Updated Plan compromise even though Staffs alternative proposal 
would result in more energy efficiency program funding. 

Q. Does SWEEP support Staffs proposal to expand TEP’s energy efficiency budget? 

A. While SWEEP very much appreciates Staffs recommendation to expand TEP’s energy 
efficiency budget, in the spirit of compromise, SWEEP is willing to agree to and support a 
lower level of program funding than it would usually recommend because we want to ensure 
that consumers have adequate opportunities to reduce their utility bills well before the 
conclusion of TEP’s next general case. Approval of the Updated Plan and its associated 
program and budgets will ensure that energy efficiency offerings previously available to 
customers are reinstated and that new offerings serving more customer segments including 
renters, small businesses, and schools are enacted. Such programs are necessary in order for 
TEP to be on a pathway to achieve the benefits contemplated by the Commission when it 
adopted the Electric Energy Efficiency Standard, In our direct testimony, SWEEP also 
argued that TEP should prepare a filing that will propose new energy efficiency programs or 
program enhancements in 2013 to ensure it continues along a pathway for achievement of the 
cumulative energy savings requirements set forth in the Standard. We believe that this filing 
or the rate case proceeding represent the most appropriate time to propose the next round of 
new programs, program modifications, and program budget expansions. 

SWEEP notes that the higher program funding proposed by Staff ($23.2 million) would 
support energy efficiency programs in the field. This higher amount of funding would not 
result in higher performance incentives or earnings for TEP. As shown in the chart below, 
Staffs proposal results in lower performance incentives for the Company in 2012 than the 
level proposed in the Updated Plan. SWEEP stresses that the Updated Plan is an effort to 
bridge a number of issues in order to provide customers with energy-and-money saving 
opportunities a timely manner. As such, the 2012 performance incentive level in the Updated 
Plan represents an amount around whch the supporting parties compromised. 
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Carry Over Balance 
15-month Program Budget 

I I Commission Staff ProDosal I UDdated Plan 
$3,861,556 $3,861,556 
$23,165,758 $1 8,532,606 

201 0 Performance Incentive 
201 1 Performance Incentive 

$1,114,648 $1,114,648 
$1.101.749 $1.1 01 -749 

L , ,  I ,  

20 12 Performance Incentive $902,986 $3,283,854 
TOTAL $30.146.697 $27.894.41 3 

Q. 

A. 

Q. 

A. 

What is SWEEP’S position on the performance incentive and the performance incentive 
floor? 

SWEEP supports the performance incentive proposed in the Updated Plan. SWEEP 
understands the technical possibility of Staffs concerns related to the performance incentive 
floor. However, SWEEP thinks that it is highly unlikely that TEP would receive a 
performance incentive payment without delivering the significant customer savings and 
benefits to which the utility has committed itself. Indeed, SWEEP fully expects TEP to honor 
its commitment to implement effective energy efficiency programs and deliver money and 
energy savings for customers, as set forth in the Updated Plan. SWEEP notes that TEP has 
delivered successfbl, nationally recognized energy efficiency programs for the last three 
years even though it experienced lost revenues while doing so. In addition, TEP has 
demonstrated its good faith commitment by filing a plan to improve money-and-energy- 
saving opportunities for customers; participating in negotiations to develop the Updated Plan; 
and filing comments supportive of energy efficiency and its associated customer benefits in 
this proceeding. Finally, SWEEP notes that any bad faith actions of TEP - which SWEEP 
thinks are highly unlikely - could be addressed in TEP’s rate case deliberations. 

SWEEP also supports the performance incentive metrics, which are aligned with important 
activities and outcomes that provide value to customers. 

In its testimony, Staff expressed concerns about the impact to small business customers. 
What is SWEEP’S position on this? 

In its direct testimony, SWEEP also expressed concerns about the bill impact for small 
commercial customers. SWEEP further proposed that it could accept the relatively higher 
total utility bill % increase for small commercial customers, which is only a slightly higher % 
bill impact than the level that large commercial customers would experience, for the interim 
period of the Updated Plan, as long as the small commercial customers as a class receive at 
least the level of EE program funding collected from small commercial customers. In this 
manner, the small commercial class would be receiving the benefits of the funding collected 
fi-om their customer class. 
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EXECUTIVE SUMMARY 
TUCSON ELECTRIC POWER COMPANY 

DOCKET NO. E-01933A-11-0055 

Tucson Electric Power Company (“TEP” or “Company”) is seeking approval of its 2012-2013 
Energy Efficiency Implementation Plan. 

The Company is seeking waivers fiom the Energy Efficiency Standard for 2012 and 2013 and is 
also proposing: (i) $18.5 million in spending fiom October 2012 through December 2013: (ii) 
$3.9 million in recovery for its under-collected balance; (iii) approximately $1.1 million in 
Performance Incentives for 2010 and an additional $1.1 million for 201 1 (using methodology 
determined during the last rate case), and (iv) a target of $3.3 million for the Performance 
Incentive for 2012 (calculated using a new methodology). The Company is also proposing that 
Non-residential recovery for demand-side management (“DSM’) be based on a percentage of 
each Non-residential customer’s bill. Under the TEP proposal, recovery fiom Residential 
customers would remain on a per-kWh basis. 

Staff recommends that: 

1. 

2. 

3. 

4. 

5. 

6 .  

7. 

8. 

The programs and measures recommended for approval in Staffs Proposed Order 
that was docketed on November 16,201 1 and amended on February 29,2012, be 
approved. 

TEP’s Jmplementation Plan Budget be increased from the $18.5 million proposed 
by the Company to approximately $23 million in order to enable TEP to meet or 
more closely approach the Energy Efficiency Standard. 

The requested waivers for the 2012 and 2013 Energy Efficiency Standards not be 
approved. 

TEP’s proposed Interim Performance Incentive not be approved and that the 
current Performance Incentive methodology remain unchanged until it is 
reviewed in TEP’s soon to be filed rate case, when it can be more fully 
considered. 

The DSM Surcharge be maintained on a per-kWh basis for all customer classes. 

There be no floor payments established for any Performance Incentive. 

TEP’s requested waiver from filing its 2013 Implementation Plan be approved. 

Not only actual costs, but the 2012 Performance Incentive itself be trued-up to 
ensure that it reflects an incentive level based on actual, rather than projected, 
savings. 



9. That Lost Fixed Cost Recovery (“LFCR”) be dealt with as part of TEP’s 
upcoming rate case. Iilowever, if LFCR is dealt with as part of this Updated Plan, 
TEP should be authorized to defer unrecovered fixed costs associated with energy 
efficiency savings, in the manner described in Staff’s testimony. 

If the Commission disagrees with htaff’s recommendations above, Staff has proposed 
Alternative 1 and Alternative 2, below, providing for lower budgets and waivers for the Energy 
Efficiency Standard. 

Alternative 1. (i) a waiver be granted for 2012 and 2013; (ii) programs and measures 
proposed in the proposed order be approved; (iii) the approximately $18.5 million 
spending level proposed by the Company be approved (iv) Staff’s recommendations on 
the true-up, and the 2013 Implementation Plan filing be approved; and (v) the DSM 
Surcharge be reset at $0.002284 to reflect TEP’s proposed spending level and StafTs 
recommendations on Performance Incentive and recovery methodologies. 

Alternative 2. (i) a waiver be granted for 2012 and 2013; (ii) programs and spending 
remain unchanged at this time, and left at approximately $7.5 million per year; (iii) the 
DSM Surcharge be reset at $0.001432 to reflect the $7.5 million spending level and 
Performance Incentives calculated according to the existing methodology; (iv) recovery 
continue to be made on a per-kWh basis for all customers; (v)TEP shall be granted a 
waiver with respect to filing its 2013 Implementation Plan; (vi) the true-up be done in 
accordance with Staff‘s recommendations; and (vii) the TEP Implementation Plan and all 
related issues, including, but not limited to, the DSM budget, and the Performance 
Incentive and recovery methodologies, be addressed in the upcoming TEP rate case; and 
(viii) Alternative 2 shall remain in effect until further action of the Commission (most 
likely the Commission decision in the rate case). 
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INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please state your name, occupation, and business address. 

My name is Julie McNeely-man. I am a Public Utilities Analyst N employed by the 

Arizona Corporation Commission (“Commissiony7) in the Utilities Division (‘‘Staff ’). My 

business address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Briefly describe your responsibilities as a Public Utilities Analyst IV. 

My duties as a Public Utilities Analyst N include reviewing and analyzing applications 

filed with the Commission, and preparing memoranda and proposed orders for Open 

Meetings. In addition, my duties have included preparing written testimony in multiple 

rate cases, and testifying during the related hearings. I have also assisted in the 

management of rate cases and have performed evaluations of energy efficiency 

implementation plans. 

Please describe your educational background and professional experience. 

In 1979, I graduated Magna Cum Laude from Arizona State University, receiving a 

Bachelor of A r t s  degree in History. In 1987, I received a Master’s Degree in Political 

Science from the University of Wisconsin, Madison. I have been employed by the 

Commission since September of 2006. Since that time, I have attended a number of 

seminars and classes on general regulatory issues, including demand-side management 

and the gas and electric industries. 

What is the scope of your testimony in this case? 

Staff‘s testimony will discuss concerns arising from Tucson Electric Power Company’s 

(“TEP” or “the Company”) Energy Efficiency Implementation Plan (“the Updated Plan”), 

as proposed by TEP in TEP’s Procedural Comments docketed on May 2, 2012. Staffs 
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testimony will also address Staffs proposed modifications with respect to TEP’s Updated 

Plan. 

SUMMARY OF TEP’S UPDATED PLAN 

Q. 
A. 

Please summarize TEP’s proposed Updated Plan. 

TEP’s Updated Plan: 

e 

8 

e 

e 

8 

e 

8 

is designed to cover the 15-month period from October 2012 though December 

2013; 

is budgeted to spend approximately $18.5 million over the 15-month period from 

October 2012 through December 2013; 

will not meet the Energy Efficiency (“EE”) Standard for 2012 or 2013 and requests 

waivers for those years; 

includes 8 Residential programs, 8 Non-residential programs, 2 Behavioral 

programs, an Education and Outreach program and a Residential Energy Financing 

program, along with Codes Support and Program Development, Analysis and 

Reporting Software. 

is calculated to recover an under-collection of approximately $3.9 million, as of 

the end of September 20 12; 

is calculated to recover Performance Incentives of approximately $1.1 million for 

2010 and another approximately $1.1 million for 2011, based on methodology 

from the last rate case; and 

is proposed to recover an Interim Performance Incentive ranging from a floor of 

$2.6 million to a ceiling of $3.9 million for 2012, based on a new methodology; 

and 
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e proposes a $0.002497 per k w h  demand-side management (“DSM‘) Surcharge for 

Residential customers and a 2.86 percent rate on all charges (except taxes and 

other governmental assessments) for Non-residential classes. 

STAFF’S ANALYSIS 

Q. 
A. 

Q. 
A. 

Does Staff believe that TEP’s Updated Plan should be implemented as proposed? 

No. Staff has a number of concerns about TEP’s Updated Plan. 

What are Staffs concerns? 

Staff‘s major concerns with respect to TEP’s Updated Plan are as follows: 

TEP states that, based on the Updated Plan (approximately $18.5 million over 15 

months) it will not meet the Energy Efficiency Standard for 2012 or 2013 and 

requests waivers for those years. 

TEP’s Updated Plan would change the Performance Incentive methodology 

outside a rate case, and in a manner that would increase cost to ratepayers. In 

addition, the proposed methodology does not adequately support the payments 

associated with the Other Performance Metrics. 

TEP’s Updated Plan would change the Non-residential DSM Surcharge 

mechanism outside of a rate case, and in a manner that shifts the per-kWh burden 

of paying for DSM from larger to smaller Non-residential customers. 

TEP’s Updated Plan provides for an Interim Performance Incentive with a floor of 

$2.6 million. 

TEP’s Interim Performance Incentive should be trued-up to reflect the savings 

actually acheved, but the filing’s language on this point is not clear. 



I. 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

15 

2c 

21 

2; 

23 

24 

Direct ‘Testimony of Julie McNeely-Kirwan 
Docket No. E-01 933A-11-0055 
Page 4 

Q* 
A. 

Q. 

A. 

Q. 
A. 

Mas TEP requested waivers with respect to the Energy Efficiency Standards? 

Yes. TEP has requested waivers of the Energy Efficiency Standards for 2012 and 2013. 

The Company has also requested a waiver from filing its 2013 Implementation Plan, 

because the Updated Plan is intended to cover 20 13. 

How does the proposed spending level impact TEP’s ability to meet the Energy 

Efficiency Standards? 

In the Proposed Modified Implementation Plan (January 31, 2012), based on an annual 

$18.5 million annual budget, TEP stated that it might need to request a waiver, but that 

“[elven with these budget reductions, TEP hopes to meet the EE Standard for 2012 and 

believes it could possibly meet the EE Standard in 2013.” In its May 2, 2012, Updated 

Plan TEP proposes the same $18.5 million in spending, but over 15 months, and states that 

the Company will not meet the EE Standard for either 2012 or 2013. 

What are Staffs concerns with the level of spending proposed by TEP? 

Staff‘s position is that the Energy Efficiency Standards require affected utilities to meet 

the Standards set in the Rules. TEP’s DSM budget should be set at a level that would 

enable the Company to achieve each Energy Efficiency Standard and, where that is not 

feasible, to more closely approach yearly standards, so that the 2020 Standard remains 

achievable. In order to determine this level, Staff has calculated the monthly spending for 

the Modified Plan (designed to potentially meet the Standard), then extended that monthly 

spending over the 15-month period proposed by TEP. The result is an approximately $23 

million budget. 
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Q. 

A. 

Q. 
A. 

Q. 

A. 

Q. 

A. 

Would a higher budget guarantee that TEP will meet the Energy Efficiency 

Standards? 

Not necessarily. Higher spending may enable TEP to meet the 2013 Standard and will 

make it more likely that the Company will meet Standards in future years. 

Is TEP’s requested waiver from filing its 2013 Implementation Plan reasonable? 

Staff believes it is not unreasonable to grant this waiver, in light of the fact that in TEP’s 

upcoming rate case Staff may be proposing an entirely new method of funding energy 

efficiency such that energy efficiency would be treated as part of TEP’s resources, and as 

such be included as part of TEP’s rate base. 

What is Staffs recommendation regarding TEP’s proposed $18.5 budget and its 

requests for waivers? 

Staff recommends that TEP’s Implementation Plan Budget be increased from the $1 8.5 

million proposed by the Company to approximately $23 million. Staff further 

recommends that the requested waivers for the 2012 and 2013 Energy Efficiency 

Standards not be approved. 

What is Staffs recommendation regarding the DSM Surcharge which includes a 

DSM budget designed to enable the Company to more closely approach, or achieve, 

the Energy Efficiency Standards? 

S m s  recommends a DSM Surcharge of $0.002699 for the 15-month period. The 

$0.002699 DSM Surcharge is based on the carry over balance as of the end of September 

2012, on performance incentives calculated based on existing methodology for 2010 

through 2012, and on a budget designed to enable the Company to more closely 
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$1 ,I 01,749 
$23,165,758 

approach, or achieve, the Energy Efficiency Standards. The components of the DSM 

Surcharge are listed below: 

Table 1 

Q. 
A. 

Q. 
A. 

Why is Staff's proposed Surcharge higher than the one proposed by the Company? 

Because Staff proposed higher DSM spending for the TEP portfolio of programs, in order 

to enable the Company to more closely approach the EE Standard for 2012, to meet the 

EE Standard for 2013 and to make the 2020 EE Standard set in the Rules achievable. The 

higher budget is offset, partially, by the lower 2012 Performance Incentive recommended 

by Staff. 

What are the bill impacts for the DSM Surcharges proposed by TEP and Staff? 

These are listed in Table 2, below: 
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$0.002497/2.68% 
Average monthly impact 

based on TEPs 
recommendation of 

$0.002497 per kWh for 
Residential and 2.68% of 
the bill for Non-residential 

customers 

$2.20 
$13.60 

$460.26 
$3,392.50 

Table 2 

$0.002699 
Average monthly impact 

based on Staffs 
recommendation of 

$0.002699 per kWh for all 
customers 

$2.38 
$1 1.61 

$431.84 
$4,048.50 

Customer Class 

Residential 
Small Commercial 
Large Commercial 
industrial 

Q. 

A. 

Q. 
A. 

880 $ 1 2  
4,300 $5.37 

160,000 $199.84 
1,500,000 $1,873.50 

Why are some of the bill impacts for the proposed TEP DSM Surcharge higher, 

while others are lower? 

Because the percentage of bill rate proposed by TEP for its Non-residential customers 

results in different effective kwh rates, as shown in Table 4, herein. 

Please describe the current methodology for calculating the Performance Incentive. 

The current methodology for calculating the Performance Incentive was set in the last rate 

case, as determined in the Settlement Agreement and approved in Decision No. 70628. 

Under this methodology, the Performance Incentive is based on 10 percent of Net 

Benefits, capped at 10 percent of DSM spending. The calculation excludes the Low- 

Income Weatherization, Educational and Outreach and Direct Load Controls programs. 

TEP proposes to use t h ~ s  methodology for the 2010 and 201 1 Performance Incentives, but 

proposes a different methodology for its new Interim Performance Incentive. 
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Q. 

A. 

Q. 

A. 

Please describe the methodology proposed in TEP’s Updated Plan for calculating the 

Interim Performance Incentive. 

In the Updated Plan, TEP proposes a 2012 Interim Performance Incentive consisting of 

two parts: Part I: the Base Performance Incentive; and Part 11: Other Performance 

Metrics. 

Part I: the Base Performance Incentive is equal to 7 percent of the Net Benefits. 

Part 11: Other Performance Metrics, consists of five metrics, with targets and associated 

incentive dollars, as shown below: 

Table 3 

Why is Staff concerned about altering the methodology for calculating its 

Performance Incentive? 

Staff is concerned about TEP’s proposed changes for three reasons: (i) the methodology 

proposed by TEP significantly increases the Performance Incentive at the expense of 

ratepayers; (ii) with respect to Part I1 (the Other Performance Metrics), the payment 

associated with Net Benefits per customer dollar spent amounts to a double recovery, and 

the payments associated with the other four metrics are not justified by direct, measurable 

and verifiable kWh savings; and (iii) it would be preferable to review the Performance 
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Incentive mechanism in TEP’s rate case, where it can be more fully considered, and 

considered in conjunction with related issues. 

Q. 

A. 

Q. 

A. 

How much would the Performance Incentive increase, based on the Company’s 

proposal? 

For the 20 12 calendar yeas, TEP projects $22.6 million in Net Benefits, and approximately 

$1 1 million in DSM costs. Staff has relied on these projections for purposes of estimating 

the 20 12 Performance Incentive based on the methodology set in the last rate case. 

Under the current methodology, the 2012 Performance Incentive would initially be 

calculated as 10 percent of Net Benefits ($2.26 million), which would then be capped at 

10 percent of DSM spending ($1.1 million). After subtracting spending associated with 

the Low-Income Weatherization, Educational and Outreach and Direct Load Controls 

programs, Staff projects the Performance Incentive at approximately $903,000. By 

contrast, TEP’s proposed Interim Performance Incentive would range from $2.6 million to 

$3.9 million for 2012 (with a target of $3.3 million). 

With respect to Part I1 of the Interim Performance Incentive (also referred to as the 

“Other Performance Metrics”), please: explain how the payment associated with the 

Net Benefits per customer dollar spent is a double recovery. 

Although Staff’ supports the concept of maximizing energy efficiency benefits for each 

ratepayer dollar spent, it is not reasonable to allocate $1.1 million for the 2-to-1 ratio 

projected for Net Benefits to customer dollars spent. Staff notes that the $1.1 million 

payment would be in addition to the $1.6 million Base Performance Incentive, based on 

the same Net Benefits from the same DSM portfolio - which is already required to be 

cost-effective (meaning its benefits must already exceed its costs). In Staffs opinion, a 2- 
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to-1 ratio of Net Benefits to customer dollars spent is too modest to either demonstrate an 

enhanced focus on improved benefit-to-cost ratios, or to merit an additional $1.1 million 

payment. 

Q. 

A. 

Please explain Staffs concerns regarding the proposed payments associated with the 

Other Performance Metrics of Part I1 (weatherization workshops, community 

outreach, training of contractors for loan program and increase participation in 

Low-Income Weatherization). 

Other metrics under Part I1 are primarily linked to activities which do not produce direct, 

measurable, or verifiable savings. For example, TEP proposes that it receive $150,000 for 

meeting a target goal of 30 community weatherization workshops. It is not clear why TEP 

should receive an amount equal to $5,000 per workshop, nor is there any level of savings 

supplied for these workshops. The issues are similar for the proposed senior outreach and 

loan program training metrics. The senior outreach metric is allocated $150,000 for a total 

of 4 Comunity Outreach events, while the loan program metric is allocated another 

$150,000 for training a total of 8 contractors. Staff notes that the payments allocated for 

these activities are both substantial and unsupported by data. 

There would be savings associated with a 5 percent increase in participation in the Low- 

Income Weatherization program, but the linkage between the 5 percent target and the 

proposed $150,000 payment remains unexplained. (Staff also notes that only eight 

additional houses would be weatherized under this metric and that any savings from the 

increased participation would reasonably be included in the Net Benefits on which the 

Base Performance Incentive is based.) 
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Q. 
A. 

Q. 
A. 

What are Staffs concerns over the range proposed for the Performance Incentive? 

TEP’s Updated Plan proposes an Interim Performance Incentive “with a floor of $2.6 

million and a ceiling of $3.9 million.” In addition to its general concern about the 

increased level TEP has proposed for the Performance Incentive, StaE is opposed to there 

being a floor. 

Why is Staff opposed to a floor for the proposed Performance Incentive? 

A floor would have the effect of guaranteeing a $2.6 Performance Incentive, regardless of 

the savings actually achieved. With any minimum, there is a risk that the Company could 

receive a performance incentive that is too high relative to the actual energy savings 

achieved. (For example, it would be inequitable for TEP to receive an Interim 

Performance Incentive equivalent to 80 percent of the Goal, if the savings it actually 

achieved were equivalent to only 50 percent of the Goal.) 

The Company has expressed concern about lost fixed cost recovery. However, for there to 

be lost fixed costs associated with energy efficiency, there have to be savings associated 

with energy efficiency, meaning sales the utility has foregone as a result of the Company’s 

energy efficiency programs. It makes no sense to guarantee recovery for lost fixed costs 

at a level higher than what the utility may actually experience. 

Staff is also concerned that this proposal, with its high guarantee) is not designed to 

incentivize energy efficiency above the “floor.” Generally) more per-unit effort is 

required to achieve savings at the higher levels of energy efficiency, than at the lower 

levels, where efficiency is made easier by the availability of “low hanging h i t . ”  An 

Interim Performance Incentive which includes a high guaranteed “floor” payment could 

limit the incentive to achieve energy efficiency savings. 
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Q. 
A. 

Q. 

A. 

Q. 

A. 

What is Staff’s recommendation with respect to the Interim Performance Incentive? 

Staff recommends that TEP’s proposed Interim Performance Incentive not be approved 

and that the current Performance Incentive methodology should remain unchanged until 

the rate case, when it can be more fully considered. 

Why is Staff concerned about TEP’s proposal that the Non-residential DSM 

Surcharge be based on a percentage of each Non-residential customer’s bill, as 

opposed to a per-kWh rate? 

TEP’s proposal would not only change the DSM adjustor mechanism outside of a rate 

case, it would result in a lower effective per-kWh DSM recovery for large Non-residential 

customers paying less per-kWh for their usage. Such a change would tend to shift per- 

kwh costs for energy efficiency fiom large Non-residential customers to smaller non- 

residential customers, a shift which Staff views as inequitable. No convincing rationale 

has been provided to support an effective lower per-kwh recovery rate for large Non- 

residential customers. 

Please illustrate the impact of moving from per-kWh recovery to percentage of bill 

recovery. 

The table below shows that, under TEP’s proposal, Small Commercial customers 

experience the highest effective per-kwh rate, while the lowest rate would be experienced 

by Industrial customers. (Under TEP’s proposal Residential customers would pay a per- 

kwh rate only.) 
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Effective per-kWh rate under TEP 
proposal to recover $0.002497 per-kWh 
from Residential and 2.68% of the bill 

from Non-residential Customers 

$0.002497 

$0.003163 

$0.002877 

$0.002262 

Q. What is Staffs recommendation regarding the proposed change to recovery for Non- 

residential customers? 

Staff recommends that the DSM Surcharge should be maintained on a per-kWh basis for A. 

all customer classes. 

Performance Incentive True-up 

Q. 

A. 

What are Staffs concerns with the language regarding 2012 Performance Incentive 

true-up from TEP’s Updated Plan? 

The Updated Plan states “[tlhe Energy Efficiency Shared Benefits will be trued-up in the 

2012 rate case proceeding.” Should the Updated Plan be approved, clarification needs to 

be provided that not only actual costs, but the Performance Incentive itself would be trued- 

up to ensure that it reflects an incentive level based on actual, rather than projected, 

savings. This would mean, for example, that if the Net Benefits actually achieved fall 

below projections, the Performance Incentive would be recalculated to reflect those 

savings and the difference between the projected and actual Performance Incentive would 

be taken into account when the DSM Surcharge was reset. 
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Q. 

A. 

What does Staff recommend regarding the regarding the true-up? 

Staff recommends that that not only actual costs, but the 2012 Performance Incentive itself 

be trued-up to ensure that it reflects an incentive level based on actual, rather than 

projected, savings. 

Lost Fixed Cost Recovery (“LFCR ’7 

Q. 

A. 

Q. 
A. 

Q. 
A. 

The Updated Plan filing expresses concern about LFCR. Does Staff believe that 

LFCR should be dealt with as part of the Updated Plan? 

No. Staff recommends that the LFCR be dealt with as part of TEP’s upcoming rate case, 

where it can be more fully considered. However, if the Commission prefers to deal with 

the issue as part of the Updated Plan, Staff recommends that TEP be authorized to defer 

unrecovered fixed costs associated with energy efficiency savings, using a methodology 

approved by Staff. 

Please provide more detail. 

If LFCR is dealt with as part of this Updated Plan, within 30 days of the effective date of a 

Decision in this case TEP would file in this Docket its proposed methodology for 

calculating and recording unrecovered fixed costs. This methodology should be approved 

by Staff before TEP may record any amounts in a deferral account. 

Should there be any reporting with respect to the deferral account? 

Yes. TEP should file, as a compliance item in this Docket, quarterly reports of the 

account, detailing the current balance and all transactions recorded during the quarter, 

including the calculations used to determine the recorded amounts. These reports should 

be filed each April, July, October and January, until there is a decision made in the 

upcoming rate case. 
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RECOMMENDATIONS 

Q. Please state Staffs recommendations. 

A Staffs recommendations are that: 

The programs and measures recommended for approval in Staff’s Proposed Order 

that was docketed on November 16,201 1 and amended on February 29,2012, be 

approved. 

TEP’s Implementation Plan Budget be increased from the $18.5 million proposed 

by the Company to approximately $23 million in order to enable TEP to meet or 

more closely approach the Energy Efficiency Standard. 

The requested waivers for the 2012 and 2013 Energy Efficiency Standards not be 

approved. 

TEP’s proposed Interim Performance Incentive not be approved and that the 

current Performance Incentive methodology remain unchanged until it is reviewed 

in TEP’s soon to be filed rate case, when it can be more fully considered. 

The DSM Surcharge be maintained on a per-kWh basis for all customer classes. 

There be no floor payments for any Performance Incentive. 

TEP’s requested waiver from filing its 201 3 Implementation Plan be approved. 

Not only actual costs, but the 2012 Performance Incentive itself be trued-up to 

ensure that it reflects an incentive level based on actual, rather than projected, 

savings. 

LFCR be dealt with as part of TEP’s upcoming rate case. However, if LFCR is 

dealt with as part of this Updated Plan, TEP should be authorized to defer 

unrecovered fixed costs associated with energy efficiency savings, in the manner 

described in Staffs testimony. 
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Q. 

A. 

What if the Commission disagrees with Staffs recommendations, above? 

Staff has proposed Alternative 1 and Alternative 2, below, providing for lower budgets 

and waivers for the Energy Efficiency Standard. 

Alternative 1 

Q. 
A. 

Q. 

A. 

Please Describe Alternative 1. 

Alternative 1. (i) a waiver be granted for 2012 and 2013; (ii) programs and measures 

proposed in the proposed order be approved; (iii) the approximately $18.5 million 

spending level. proposed by the Company be approved (iv) Staff‘s recommendations on 

the true-up, and the 2013 Implementation Plan filing be approved; and (v) the DSM 

Surcharge be reset at $0.002284 to reflect TEP’s proposed spending level and Staffs 

recommendations on Performance Incentive and recovery methodologies. 

What is Staff‘s recommendation regarding the DSM Surcharge based on TEP’s 

proposed budget, but taking into account Staffs recommendations on the 

Performance Incentive? 

Staff recommends a DSM Surcharge of $0.002284 for the 15-month period. The 

$0.002284 DSM Surcharge is based on the carry over balance as of the end of September 

2012, on performance incentives calculated based on existing methodology for 2010 

through 2012, and on a budget based on TEP’s recommended $18.5 million over 15 

months. The components of the alternative DSM Surcharge are listed below: 
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Table 5 

Q. Compare the current bill impacts with $he bill impacts for Alternative 1. 

A. These are listed in Table 6 ,  below: 

Alternative 2 

Q. Please Describe Alternative 2. 

A. Alternative 2. (i) a waiver be granted for 2012 and 2013; (ii) programs and spending 

remain unchanged at this time, and left at approximately $7.5 million per year; (iii) the 

DSM Surcharge be reset at $0.001432 to reflect the $7.5 million spending level and 

Performance Incentives calculated according to the existing methodology; (iv) recovery 
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$3,861,556 
$1,114,648 
$1.101.749 

continue to be made on a per-kWh basis for all customers; (v) TEP shall be granted a 

waiver with respect to filing its 2013 Implementation Plan; (vi) the true-up should be done 

in according with S t a f f s  recommendations; (vii) the TEP Implementation Plan and all 

related issues, including, but not limited to, the DSM budget, and the Performance 

Incentive and recovery methodologies, be addressed in the upcoming TEP rate case; and 

(viii) Alternative 2 shall remain in effect until further action of the Commission (most 

likely the Commission decision in the rate case). 

15-month Budget 

Q. 

A. 

$9,310,031 

What is Staffs recommendation regarding the DSM Surcharge which maintains the 

current level of spending? 

Staffs recommends a DSM Surcharge of $0.001432 for the 15-month period. The 

$0.001432 DSM Surcharge is based on the carryover balance as of the end of September 

2012, on performance incentives calculated based on existing methodology for 2010 

through 2012, and on a budget based on current monthly spending levels projected over 

15 months. The components of the alternative DSM Surcharge are listed below. Please 

note that the Performance Incentive for 2012 is estimated based on current methodology 

and should be trued-up based on actual spending: 

2012 Performance incentive 

I Table 7 I 

$564.872 

15-month forecasted MWh 
Staff DSM Surcharge 

11,170,724,000 
$0.001428 
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$0.001 249 
Current averaqe monthly 

Q. 

A. 

Compare bill impacts for Alternative 2. 

These are listed in Table 6 ,  below: 

$0.001 428 
Average monthly impact based on 

Table 8 

Customer Class 

Residential 
Small Commercial 
Large Commercial 
Industrial 

--- ~ I I I 

$1.10 $1.26 
$5.37 $6.14 

$1 99.84 $228.48 
$1,873.50 $2,142.00 

I I - I Staff's &ommendation of $0.001428 I 
I I per kWh for all customers 

Q. 

A. Yes, it does. 

Does this conclude your Direct Testimony? 
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EXECUTIVE SUMMARY 
TUCSON ELECTRIC POWER COMPANY 

DOCKET NO. E-01933A-11-0055 

Tucson Electric Power Company (“TEP” or “Company”) is seeking approval of its 201 2-20 13 
EE Implementation Plan. 

In its Rebuttal Testimony Staff rebuts certain issues from the Direct Testimony in this matter and 
expands on its Direct Testimony. 
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INTRODUCTION 

Q. 

A. 

Please state your name, occupation, and business address. 

My name is Julie McNeely-Kirwan. I am a Public Utilities Analyst rV employed by the 

Arizona Corporation Commission (“Commission”) in the Utilities Division (“Staff ’). My 

business address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Q. 

A. 

Have you fiied testimony previously in this matter? 

Yes. Direct Testimony from me was filed on June 15* of this year. 

LOST FIXED COST RECOVERY 

Q. 

A. 

Q. 

A. 

In his Direct Testimony (page 2), David G. Hutchens expresses concern regarding 

Tucson Electric Power Company’s (L‘TEP’s”) ability to recover lost Tied cost 

revenues. Does Staff wish to respond to Mr. Hutchens’ concerns? 

Yes. As a response to Mr. Hutchens’ concerns about recovery of lost fixed cost revenues, 

Staff wishes to clarify and expand on its recommendations regarding the deferral account 

option, as discussed in StafT’s Direct Testimony. 

Does Staffs recommendation regarding the lost fixed cost revenue deferral option 

apply to Staffs proposed Alternatives 1 and 2, as well as to Staff’s 

Recommendation? 

Yes. Staff recommends that if the Commission approves Staffs Recommendation, or one 

of Staffs two alternatives, and also elects to deal with lost fixed cost revenues in the 

current docket, TEP should be authorized to defer unrecovered fixed costs as described in 

Staffs Direct Testimony. The methodology used to defer unrecovered fixed costs 

associated with Staffs Recommendation or either alternative should be approved by Staff. 
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Staff notes that the amount deferred with respect to Alternative 2 should be comparatively 

minimal. 

Q. 

A. 

Q. 

A. 

In its direct testimony, TEP discusses an alternative solution for financing the cost of 

complying with the Energy Efficiency (“EE”) standard. Please describe it. 

On page 13 of his testimony, David G. Hutchens states that TEP plans to propose an 

alternative Demand-side ManagementEnergy Efficiency (“DSMEE”) financing solution 

in its rate case. Mr. Hutchens testifies that, under TEP’s proposal, TEP would “invest its 

capital in cost-effective DSMEE programs, recovering its costs through the DSMS 

[Demand-side Management Surcharge] and eliminating the PI [Performance Incentive] .” 

What is Staffs response to the proposed alternative for financing the cost of 

complying with the EE standard? 

Although more details would be required, Staff is interested in TEP’s proposal to invest its 

capital in cost-effective DSMEE programs. Staff is contemplating a rate case proposal 

that evaluates recovery for investment in EE more like recovery for investment in other 

resources. 
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DSM SURCHARGE MECHANISM AND PERFORMANCE INCENTIVE 

METHODOLOGY 

Q. 

A. 

Q. 

A. 

Q. 

A. 

In her Direct Testimony, Denise Smith describes a “bridge” implementation plan 

that includes changes to the DSM Surcharge mechanism and the Performance 

Incentive methodology (pages 2,10,13). Please respond. 

Staff recommends that changes to the DSM Surcharge mechanism and to the Performance 

Incentive methodology take place within TEP’s recently filed rate case docket, not this 

docket. 

What type of changes does TEP propose for the DSM surcharge mechanism and to 

the Performance Incentive methodology? 

TEP proposes that the DSM Surcharge for non-residential customers be based on a 

percentage of the bill charges, minus taxes and other governmental assessments. TEP 

proposes that the Performance Incentive methodology be based on net benefits, with floor 

and ceiling payments, a tiered payment structure, and payments based on other 

performance metrics (net benefit per dollar spent, weatherization workshops, community 

outreach, contractor training and an increase in participation for the Weatherization 

program). 

Does Staff have a response to TEP’s proposed changes to the DSM Surcharge 

mechanism and Performance Incentive methodology? 

Yes. Staff believes that such changes should take place inside the rate case, because 

changes to the DSM Surcharge mechanism and to the methodology for calculating the 

Performance Incentive are complex and can produce a wide range of consequences for 

ratepayers. For example, such changes may impact not only how much ratepayers pay 

overall, but may also shift the impact among the rate classes (as would be the case with 
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the percentage-of-bill non-residential recovery method) or affect the level and type of 

benefits received by ratepayers in exchange for their investment in EE (as would be the 

case with the proposed changes to the Performance Incentive). 

Staff believes that, as compared to more narrowly focused dockets, rate cases provide 

ratepayers, including the different rate classes, more opportunity to intervene or file 

comments regarding any changes that may impact them. In addition, rate cases generally 

provide a better opportunity for potential problems or inequities to be identified and 

resolved. 

Q. 

A. 

In the current docket, has there been input by intervenors representing different 

customer classes? 

Yes. There have been a number of interventions in the current docket, including the 

Residential Utility Consumer Office (“RUC07y), Southwest Energy Efficiency Project 

(“SWEEP”) and Freeport-McMoRan Copper & Gold Inc./Arizonans for Electric Choice 

and Competition (“Freeport-McMoRdAECC”). RUCO represents the interests of 

residential customers, Freeport-McMoRan is a large industrial concern, and AECC is an 

association of industrial and large commercial class customers, while SWEEP is an energy 

efficiency advocate. RUCO, Freeport-McMoRadAECC and SWEEP have participated in 

meetings and discussions, allowing residential, industrial and large commercial class 

customers to have input into the current proceedings. 

Western Resources Advocate, a non-profit environmental law policy organization also 

intervened. More recently, EnerNoc applied for, and was granted, intervention. (EnerNoc 

is an implementer for TEP’s Commercial Direct Load Control Program.) 
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Q. 

A. 

Who is representing the interests of small non-residential ratepayers in these current 

proceedings? 

No intervenor appears to be representing the interests of small non-residential customers. 

In its Direct Testimony, however, Staff expressed concern about the percentage-of-bill 

recovery method for the non-residential sector, since this method would shift the burden to 

small commercial customers who would end up with the highest effective per-kWh rate of 

any customer class. 

APPROVAL OF PROGRAMS AND MEASURES 

Q. 

A. 

Q* 

A. 

In her Direct Testimony, on pages 6-9, Denise Smith discusses the current status of 

TEP’s DSM/EE programs, based on current funding levels. Does Staff wish to 

respond to Ms. Smith’s testimony regarding program changes and funding? 

Yes. Staff wishes to clarify and expand its testimony with respect to programs and 

measures that should be available at different funding levels, and wishes, also, to address 

the allocation of funding. 

If the Commission approves Staffs Recommendation, Alternative 1, or Alternative 2, 

should the program and measures recommended in StaWs Proposed Order docketed 

on November 16,2011, and amended on February 29,2012, also be approved? 

Yes. In particular, Staff believes that the programs and measures recommended in Staffs 

Proposed Order should be approved if the Commission approves Staffs Recommendation, 

or either of Staffs proposed alternatives. 

Approving the measures and programs recommended by Staff in its Proposed Order will 

provide TEP with an enhanced range of options on which to focus its EE efforts, at 

whatever spending level is approved. 
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ALLOCATION OF FUNDING 

Q. 

A. 

How should the Company allocate whatever funding level is approved? 

If the Commission approves Staffs Recommendation, that recommendation lists the 

funding levels for each measure/program. If the Commission approves some version of 

Staff‘s Alternative 1 or Alternative 2, the Commission may wish to specify how to 

allocate the spending level it approves, wholly or in part, or may leave the allocation 

process to TEP. If allocation is left to the discretion of TEP, TEP may elect to allocate its 

funding based on cost-effectiveness (as limited by the EE Rules) or take other factors into 

account, such as allocating among cost-effective programs and measures in a manner 

calculated to best serve all the major customer classes (for example, low-income, 

residential, small non-residential and large non-residential). 

DSM/EE COST RECOVERY: PERCENTAGE-OF-BILL VERSUS PER-KWH 

RECOVERY 

Q. Does Staff agree with Kevin C. Higgins (pages 6-7 of his direct testimony) that the 

percentage-of-bill recovery method is more equitable and more transparent than the 

per-kWh method of recovery? 

No. The percentage-of-bill recovery method would result in industrial customers, who are 

the largest end-users, paying the lowest effective per-kWh rate to recover the costs of EE 

programs. No convincing rationale, or equitable alternative, has yet been presented to 

justify setting a lower effective per-kWh rate for recovery of EE costs for these large end- 

A. 

users. 

Staff notes that R14-2-2408 B. of the Rules states that “[aln affected utility shall allocate DSM funds 
collected from residential customers and from non-residential customers proportionately to  those customer 
classes to the extent practicable.” 
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Staff does not believe that a percentage-of-bill calculation is more “transparent” than a 

per-kWh charge, particularly given that the percentage would be applied against only 

certain components of the bill (taxes and other governmental assessments would be 

excluded). Staff believes that a per-kWh rate multiplied against the usage figure would be 

more transparent than the percentage-of-bill recovery method. Staff also believes that the 

inequity associated with percentage-of-bill recovery would outweigh ease of calculation 

(although Staff does not agree that Mr. Higgins’ proposed methodology is easier) as a 

consideration in designing the recovery mechanism. 

Q. 

A. 

Q. 

A. 

Q, 

A. 

Mr. Higgins has testified (pages 8-9) that it is important to consider the short term 

rate impacts from funding even cost-effective EE programs. Does Staff concur? 

Yes. Staff believes that the financial impact of EE programs on ratepayers should always 

be calculated and considered, even in cases where EE is cost-effective. 

In his Direct Testimony (pages 8-9), Mr. Higgins expresses concern about the 

manner in which EE costs are recovered. Please describe his concerns. 

Mr. Higgins states that “supply side costs are recovered from customers over the life of 

the investment. . .smoothing out the rate impact over time, whereas efficiency investment 

costs typically are recovered in full from customers by the utility upfront, i.e., expensed in 

a single year.” 

Does Staff believe that changes to the way in which EE costs are recovered should be 

explored? 

Yes. As indicated herein, Staff is contemplating a rate case proposal to treat recovery for 

investment in EE more like recovery for investment in other resources. 
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Q. 
A. 

Q. 
A. 

Please summarize Staffs recommendations. 

Staffs Rebuttal Testimony recommendations are summarized below. 

Staff recommends that if the Commission approves Staffs Recommendation, or 

one of Staff"s two alternatives, and also elects to deal with lost fixed cost revenues 

in the current docket, TEP should be authorized to defer unrecovered fixed costs as 

described in Staffs Direct Testimony. The methodology used to defer 

unrecovered fixed costs associated with Staffs Recommendation or either 

alternative should be approved by Staff. 

H Staff recommends that changes to the DSM Surcharge mechanism and to the 

Performance Incentive methodology should take place within TEP's recently filed 

rate case. 

Staff recommends that the programs and measures recommended in Staffs 

Proposed Order should be approved if the Commission approves Staff's 

Recommendation, or either of Staff" s proposed alternatives. 

Does this conclude your Rebuttal Testimony? 

Yes, it does. 
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OPEN MEETING 

TO: 

FROM: 

DATE: 

THE COMMISSION 

Utilities Division 

November 16,20 1 1 

RE: TUCSON ELECTRIC POWER COMPANY - APPLICATION FOR APPROVAL OF 
ITS 20 1 1-2012 ENERGY EFFICIENCY IMPLEMENTATION PLAN (DOCKET 
NO. E-01933A-11-0055) 

On January 31,2011, Tucson Electric Power Company (“TEP” or “the Company”) filed 
its application for approval of the Company’s Energy Efficiency Implementation Plan for 201 1- 
2012 (“Implementation Plan”). On August 22, 2011, the Company filed updated information 
concerning several elements of the original filing, including the Residential Financing Program, 
the budgets, Implementation Plan savings, the Authorized Revenue Requirement True-up 
(“ARRT”) and the Demand-side Management (“DSM”) Adjustor. 

The Implementation Plan and updated filing address the following issues and Company 
proposals: 

1. 

.. 
11. 

... 
111. 

iv. 

TEP Portfolio of Programs for 2011-2012. The existing and proposed DSM 
programs and measures proposed for the Company’s DSM through the 2012 program 
Year; 

DSM Performance Incentive. TEP is proposing a performance incentive of $16.4 
million for two years, based on a modification of the performance incentive structure. 

Authorized Revenue Requirement True-up (“ARRT’Y Mechanism. The ARRT 
Mechanism is intended to recover the revenue requirements associated with energy 
efficiency kWh savings until approval of decoupling or a similar mechanism in the 
Company’s next rate case. TEP has proposed an updated ARRT of $16.7 million 
over two years; and 

Proposed Demand-Side Management (“DSW)  Surcharge (“DSMS’?. The proposed 
DSMS is the rate, per kWh, at which the Company would recover its proposed DSM 
costs, DSM Performance Incentive, and ARRT. i 

Scope and Structure of Proaram Review 

Existing and Proposed Promams. The TEP Implementation Plan is organized into four 
parts: (i) Residential; (ii) Commercial; (iii) Behavioral; and (iv) Support. For purposes of 
review, each sector has been addressed in the above order: New (Proposed) and Existing (with 

I 
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Law Income Weatherization 

Residential New Construction 

Existing Homes and Audit 
Direct Install (formerly the 
Residential W A C  Program) 

Shade Tree 

Residential Direct Load 
Control--Pilot 

modifications proposed) programs and Existing (without modifications proposed). The 
programs have been reviewed in the order indicated by Program Description Tables 1-4, herein. 

Existing, with expanded 
eligibility proposed 
(eligibility to track with 
that of federal LIHEAP 
Program) 

Existing, no 
modifications proposed 

Existing, no 
modifications proposed 

Existing, no 
modifications proposed 

Existing, no 
modifications proposed 

Summarized descriptions are provided for existing programs, but the focus of Staff's 
review and analysis was new programs, proposed changes to existing programs and new 
Implementation Plan components or enhancements, along with the Company's proposals 
regarding the ARRT and the methodology for calculating the DSMS. Measures previously 
determined by Staff to be cost-effective were re-evaluated for cost-effectiveness if current 
information indicated that re-evaluation was necessary. Information from the August 201 1 
update has been incorporated into this review. 

TEP Implementation Plan. The tables below list programs by sector, and indicate 
whether each program is new (proposed) or existing (with or without proposed modifications). 
A brief description is also provided. More detailed program descriptions are presented herein, in 
the order indicated in the following tables. 

PROGRAM DESCRIPTIC 

RESIDENTIAL SECTOR 

Program Name New (Proposed), 
Existing with 
modifications proposed 
or Existing without 
modifications proposed 

Appliance Recycling I New (Proposed) 
I 

Multi-Family I New (Proposed) 
I 

Efficient Products Existing, with additional 

(formerly the CFL Buy-Down 
measures proposed 

I 

-- TABLE 1 Residential) 

Description 

Rcmoves and recycles inefficient refrigerators and freezers. 

Promotes direct install of energy efficient measures at 
apartment complexes consisting of more than four apartments. 
Program currently promotes CFLs. The Company has proposed 
including advanced power strips, and energy efficient pool 
pumps and timers. 

Assists in making low-income homes more energy efficient. 

Promotes the building of more efficient new homes. 

Promotes energy efficiency in existing homes. 

Promotes planting of desert-adapted shade trees in locations 
designed to enhance energy efficiency. 

Reduced use of AC units through Utility control. 
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Bid for Efiiciency - Pilot 

Commercial New Construction 
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Support and Program 
Development 

1 

programs. 
Existing, tracks with 
portfolio program 
requirements 

Costs for program design, development and resources necessary 
to meet reporting requirements of the EE Standard 

Education and Outreach 7 

Weatherization 

Residential Direct 
Multi-Family 

Existing. On-line 
Energy Audits and 
Academic Education 
components transferred 
to Behavioral 
Comprehensive sector 

$525,000* $48,568 $5,736 $14,085 $17,802 $6 11,190 
$0 $0 $0 $0 $0 $0 

Education programs designed to increase participation in the 
TEP Implementation Plan and promote changes in behavior. 

BUDGETS: 201 1 and 2012 

Below are the proposed budgets for the TEP Implementation Plan, by sector, program 
and category for 201 1 and 2012. Although the budgets for two years are included herein, the 
programs will not conclude at the end of those two years but, instead, will continue until further 
Commission action. The Implementation Plan budgets were updated in August 201 1, in the 
Notice of Filing Updated Information In Support of [the] 201 1-2012 Electric Energy Efficiency 
Implementation Plan. The tables below reflect the updated budgets. 

Proposed costs for the DSM performance incentive and the ARRT are not included in this 
table. 

UPDATED TEP EE IMPLEMENTATION PLAN BUDGET 2011 TABLE 
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*For the Low-Income Weatherization Program, payments to the community action agencies 
responsible for managing and implementing the weatherization projects are classified as 
incentives. 

UPDATED TEP EE IMPLEMENTATION PLAN BUDGET 2012 TABLE 

HomedAudit Direct 

' Although classified as delivery costs by the Company, this budgetary item relates more to overall Implementation Plan 
management than to the delivery of specific programs. 
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Projected 
Incremental 

Annual Energy 
Savings 
(MWh) 

135,781 
175,365 

SAVINGS: 201 1 AND 2012 

Projected 
Cumulative 

Annual Energy 
Savings 
(MWh) 

135,781 
311,146 

TEP reports that the Company anticipates meeting the EE standards for both 2011 and 
2012. Based on the August 201 1 filing, the Company anticipates total savings of approximately 
311,146,000 kWh (or 311,126 MWh) for 2011 and 2012. The following table shows TEP’s 
projected savings by year, and the percentage of cumulative savings, as compared to the previous 
year’s retail sales (2010 retail sales are actual, but 201 1 sales are forecast). 

Year 
2010 
201 1 
2012 

Retail Energy 
Sales (MWh) 

9,291,788 
9,335,237 

RESIDENTIAL PROGRAMS 

A. APPLIANCE RECYCLING 

Cumulative 
Annual 

Savings as a % 
of previous 
year Retail 

Sales 

1.46% 
3.33% 

Cumulative EE 
Standard + 

1.25% 

Promam Description. TEP’ s proposed new Appliance Recycling Program (“Appliance 
Program”) is designed to remove and recycle inefficient working refrigerators and fi-eezers. TEP 
cites national studies indicating that approximately 20% of customers have at least one 
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secondary inefficient refrigerator or freezer in their home, suggesting a significant potential for 
energy savings in this sector. The goal is to recycle 5,400 units per year, for 201 1-2013. The 
Appliance Program would offer residential customers a $35 incentive, plus free pick-up and 
recycling for working, but inefficient, refrigerators and freezers. 

The Appliance Recycling Program permanently removes ineEcient appliances that might 
otherwise remain in service, either at the customer’s home, or elsewhere through donation or 
resale. In addition, the recycling program removes the usual barriers to taking these appliances 
offline by eliminating both the cost and the inconvenience associated with disposing of 
inefficient appliances. 

Promam Obiectives and Rationale. Second refrigerators and freezers are usually older 
models and are often less efficient and more costly to operate than up-to-date efficiency 
appliances. TEP estimates an average monthly dollar savings of $8.47 for refrigerators and 
$6.55 for freezers for its customers. Savings can go higher. For example, the TEP Green Energy 
site estimates that a standard, non-Energy Star side-by-side standard refrigerator (1 5 to 20 years 
old), uses an average of 190 kwh per month and costs $17.10 to operate, while the comparable 
Energy Star refiigerator uses 44 kwh per month and costs $3.96. The Energy Star site notes that 
replacing a refrigerator from the 1970s can save more than $200 per year, while replacing a 
refrigerator from the 1980s can save over $100 per year. Another consideration is that the 
existing inefficiencies of older refiigerators and freezers may be magnified by storage in garages 
or on porches, causing them to expend more power in order to keep their contents cool, and 
making them even more costly for consumers to operate. 

Eligibility. The Program is open to TEP residential customers with operable inefficient 
refrigerators or freezers of between 10 and 30 cubic feet in size. Households are limited to two 
recycling rebates per year. 

Budget. See TEP EE Implementation Plan Budget Table, herein, which lists the sector, 
projected costs per category, and total budget for each program. 

Delivery and Marketing Stratem. The Appliance Program would utilize an experienced 
appliance recycling conkctor, JACO, to: (i) market the program; (ii) verify customer’s 
eligibility; (iii) process incentives; (iv) pick up eligible appliances; and (v) responsibly recycle 
the appliances. 

The TEiP application emphasizes that prompt processing of incentive payments is 
essential to customer satisfaction. 

Promam AnalvsisAssues. The JACO recycling facility in Phoenix will recycle all the 
appliances picked up from the TEP service territory. JACO was chosen because the company 
has a recycling center in Phoenix capable of meeting the TEP Appliance Recycling Program’s 
needs. (It would not be cost-effective for JACO to set up a facility in the TEP territory, because 
JACO would require at least 10,000 units per year for three years to cover the estimated 
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$250,000 in construction costs.) JACO will set up a local office and storage facility for the TEP 
area, and will store appliances locally until they can be transported in quantity, in order to 
minimize shipping costs. 

JACO’s website states that it completely deconstructs each unit and safely disposes of 
toxins and ozone-depleting chlorofluorocarbon gases (CFC-11). JACO ensures that over 95% of 
the components and materials are recycled or “eliminated in an environmentally responsible 
way.” 

Cost-Effectiveness. Based on Staffs analysis, the refiigerator measure has a benefit-cost 
ratio of 2.91 and the freezer measure has a benefit-cost ratio of 2.21, making both measures cost- 
effective. 

Staff Recommendation. Staff recommends that the TEP Appliance Recycling Program 
be approved and that it include both the refrigerator and freezer measures. 

Staff also recommends that the Company offer a $30 incentive, rather than the $35 
incentive proposed, but that the overall budget for incentives not be decreased. A $30 incentive 
would be consistent with the incentives offered under the Arizona Public Service Company 
(“APS’) and the Salt River Project (“SFW) appliance program, and would allow more TEP 
customers to participate, potentially removing more inefficient appliances from the grid. (The 
proposed total incentive budget is $189,000. A per-unit incentive of $35 would allow 5,400 TEP 
customers to participate, while an incentive of $30 would allow 6,300 to participate.) 

Staff also recommends that the Appliance Recycling Program be expanded to include 
non-residential customers with extra working refrigerators or freezers eligible for recycling, with 
the same limit of two appliances per year, per customer. Expanding eligibility to non-residential 
customers with eligible appliances would provide more TEP customers, particularly small 
businesses, with an opportunity to participate in the Appliance Recycling Program. Such 
expanded eligibility potentially enhances participation levels and could help to get additional 
inefficient appliances permanently off the grid. 

B. Multi-Family Housing Efficiency Program 

ProPram Description. The proposed new Multi-Family Housing Efficiency Program 
(“Multi-Family Program”) would promote energy eficiency in the residential multi-family 
sector, to properties with five or more units. The Multi-Family Program is designed to overcome 
barriers typical to the multi-family housing market, which has limited participation in energy 
efficiency programs. 

The Multi-Family Program would offer property owners and managers the following 
options: (i) direct installation of CFLs, low-flow showerheads and faucet aerators; and (ii) 
improvements to common areas handled by the Small Business Direct Install Existing Facilities 
(“SBDIEF”) Program. Once the Multi-Family Program has ramped up and matured, TEP will 
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look into developing a third track for existing complexes that are not part of a major renovation 
or rehabilitation. If cost-effective, and if approved by the Commission, this third track would 
focus on improvements to the building shell, including insulation and air sealing. 

Objectives and Rationale. Multi-family housing offers large potential savings through 
economies of scale, but this has been a difficult sector to reach, in part because owners may not 
directly benefit from improving energy efficiency. By reducing key market barriers and 
targeting key decision makers, the Multi-Family Program may produce energy savings in this 
under-addressed market segment. 

The objectives of the Multi-Family Program are to: 

Reduce peak demand and overall energy consumption in the multifamily 
housing market segment; 

Promote energy efficiency retrofits of both dwelling units and common areas in 
this market segment; 

Increase overall awareness about the importance and benefits of energy 
efficiency improvements to the landlord and property ownership community; 
and 

Help meet the energy savings targets of the TEP DSM Implementation Plan. 

Budnet. See TEP EE Implementation Plan Budget Table, herein, which lists the sector, 
projected costs per category, and total budget for each program. 

Delivery and Marketing Strategy. Delivery of the direct installation, rehabilitation and 
new construction components of the Program will be handled by an implementation contractor. 

Marketing and communications strategies will include website updates, local newspapers 
and radio, bill messages and bill inserts, training seminars, call center on-hold messages, direct 
mail promotion, outreach to rental housing industry associations, and work with contractors and 
industry specialists. A primary emphasis will be placed on larger, older, and less efficient 
complexes. 

Promam Analysis/Issues. Barriers to energy efficiency programs in the multi-family 
market segment include: (i) split incentives, (ii) lack of capital, and (iii) lack of information 
about energy efficiency improvements. These barriers are described in more detail, below. 

Split Incentives. “Split incentives” describes the problem that arises in promoting energy 
efficiency in rental units. The builders who construct rental properties, and the owners who 
would be responsible for upgrades, do not usually pay the energy bills. Consequently, builders 
and owners do not directly benefit from the lower energy costs that arise from investing in 
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efficiency measures, reducing or eliminating their incentive to participate in energy efficiency 
programs. At the same time, the renters who would benefit from lower energy bills have no 
direct influence over original construction and, with respect to renovations or retrofits, may not 
have the authority, the incentive or the means to invest in energy efficiency for housing they do 
not own. 

Lack of Capital and Awareness. Other problems can include a lack of capital for 
improvements and a lack of awareness about energy efficiency. The Multi-Family Program 
would address both through direct installation of low cost energy efficiency improvement in 
existing complexes and through energy efficiency improvements to common areas through the 
Small Business Direct Install Existing Facilities Program. 

Commercial Versus Residential Multi-Family Housing. Another issue is that ownership 
and decision-making tends to vary for multi-family housing, depending on the number of units. 
Properties with 2-4 dwelling units typically fall under residential financing guidelines and, for 
these smaller properties, the decision-makers are usually individuals. Larger properties with 5 
dwelling units or more typically fall under commercial lending guidelines and decision-makers 
(at least for larger complexes) are typically corporate, institutional, or trusts (e.g., Real Estate 
Investment Trusts). As such, the decision-making process and access to capital varies between 
these two market segments. With this distinction in mind, the Company believes that the 2-4 unit 
market segment can be best served by the Residential Existing Home and Audit Direct Install 
Program, while the 5+ Multifamily Housing market segment would be served by the proposed 
Multifamily Program. 

Cost-Effectiveness. Based on Staff's analysis, the benefit-cost ratio for each of the three 
proposed direct install measures is approximately 2.1 , making all three measures cost-effective. 

As noted elsewhere, improvements to common areas will be a part of the Small Business 
Direct Install Existing Facilities Program. Costs and savings associated with the common area 
improvements will, accordingly, be tracked as a part of that program. 

Staff Recommendation. Staff recommends that the proposed Multi-Family Program be 
approved, but that older, less efficient and low-income complexes be a primary focus for the 
Multi-Family Program's activities. 

RESIDENTIAL EXISTING PROGRAMS WITH PROPOSED MODIFICATIONS1 

C. Efficient Products 

Program Description. This is an existing Residential program previously approved by the 
Commission in Decision No. 70383 (June 13,2010), with proposed new measures. The Efficient 
Products Program (formerly called the CFL Buy-Down Program) would promote the purchase of 
energy efficient retail products through in-store buy-down promotions. In addition to the 
existing CFL measure, four new measures are proposed for the Efficient Products Program, 
beginning in 2012. The measures and proposed incentives are as follows: (i) Variable Speed 



THE COMMISSION 
November 16,201 1 
Page 11 

Pool Pump ($200 per unit); (ii) Pool Pump Timer ($75 per Unit); (iii) Residential LED light ($30 
per bulb) and (iv) Advanced Power Strips ($10 per sensor). CFL incentives vary by type of 
CFL, but the average is $1.14 per unit. 

Program Objectives and Rationale. The new measures will offer residential customers 
additional opportunities to increase energy efficiency. The Efficient Products Program promotes 
market transformation through retail partnerships, training for retail staff, and increased stocking 
and selection of efficient retail products. 

Budget. See TEP EE Implementation Plan Budget Table, herein, which lists the sector, 
projected costs per category, and total budget for each program. 

Delivery and Marketing. TEP is not proposing any significant changes in 
implementation approach or delivery strategy, except for the addition of new measures starting in 
2012. Delivery channels for the new measures will continue to be via a combination of both 
buy-downs and possible mail-in rebates with participating retailers. Program marketing is 
primarily through mass-market channels (e.g., radio, newspaper, website, etc.) and through 
education and training of participating retailers. 

Promun AnalvsidIssues. While there are reports questioning the life expectancy of 
CFLs in practice, there is currently very little actual study data on the lifespan of CFLs. 
(Verification testing requires only that eight out of ten units operate for 40% of rated life.) 
Assumptions regarding the lifespan of CFL measures should be re-evaluated for the Company’s 
next Implementation Plan, and any changes to these assumptions should be incorporated into 
cost-effectiveness and savings calculations for the Efficient Products Program. 

Cost-Effectiveness. To be cost-effective, an energy efficiency measure should have a 
benefit-cost ratio above 1.0, based on a comparison of avoided costs with costs incurred to 
purchase and deliver an energy efficiency measure. The existing CFL measure was found to be 
cost-effective when it was approved, with a 1.6 benefit-cost ratio, and the most recent semi- 
annual DSM filing (for January through June 2011) reported demand and energy savings for 
20 10 that were significantly above projections, indicating a higher than anticipated benefit-cost 
ratio. 

Three of the proposed new measures have benefit-cost ratios above 1.0, while one does 
not. The Variable Speed Pool Pump has a benefit-cost ratio of 1.4, the Advanced Power Strips 
have a benefit-cost ratio of 1.8, and the Pool Pump Timer measure has a benefit-cost ratio of 2.4. 
The Residential LED light has a benefit-cost ratio of 0.77, well below 1.0. The lower benefit- 
cost ratio is largely due to energy savings that are low compared to the cost of the measure. 
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Staff Recommendations. 

0 Staff recommends that the Efficient Products Program be approved, and 
continue to offer CFLs, with the addition of the Variable Speed Pool Pump, 
Advanced Power Strip and Pool Pump Timer measures. 

Staff also recommends that the Residential LED Light measure not be 
approved at this time, but that the budget associated with Residential LED 
Light measure be re-allocated to the Efficient Products Program measures 
approved by the Commission. 

Staff recommends that the lifespan of CFL measures should be re-evaluated 
for the Company’s next Implementation Plan, and any changes to these 
assumptions be incorporated into cost-effectiveness and savings calculations 
for the Efficient Products Program. 

D. Low-Income Weatherization 

Promam Description. The Low-Income Weatherization (“LIW”) Program is an existing 
program designed to conserve energy and lower utility bills for TEP households with limited 
incomes. The primary goal of the LIW Program is to fund weatherization for low-income 
homes, to reduce energy costs and improve comfort and safety for low-income customers. The 
LIW Program also conserves energy, and reduces both electric and gas consumption. 

Promam Objectives and Rationale. The objective of the Program is to coordinate with 
the Arizona Energy Office (now the Governor’s Office of Energy Policy (“OEP”)) to follow 
state Weatherization Assistance Program rules in using TEP ratepayer funds to lower household 
energy consumption for low-income customers and increase the number of weatherized homes. 

Budget. See TEP EE Implementation Plan Budget Table, herein, which lists the sector, 
projected costs per category, and total budget for each program. 

Delivery and MarketinP Stratem. The Program is delivered through the Tucson Urban 
League (“WL”) and Pima County Community Services (“PCCS”). Due to the popularity of the 
Program, revenues are not allocated to advertising and promotion. Promotion takes place 
through presentations to community organizations, through information left at community and 
recreation centers, and through calls directed from TEP. TEP also promotes the Program on its 
website and through speaking engagements and outreach presentations. 

Promam Analvsis/Issues. TEP is proposing to tie the eligibility level for the TEP LIW 
Program to the eligibility level set for the federal Low-Income Home Energy Program 
(“LIHEAP”). Currently, eligibility for the TEP LIW Program is set at 150 percent of the federal 
poverty level, while the federal LIHEAP eligibility level is set at 200 percent. Increasing the 
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TEP LIW eligibility level would allow the Program to serve more customers, and tracking the 
TEP level with the level set by LIHEAP (whether increasing or decreasing) would streamline the 
administrative process for community action agencies delivering the Program. 

Cost-Effectiveness. The benefit-cost ratio for the Low-Income Weatherization Program 
is 1.03, slightly above the level required for cost-effectiveness. 

Staff Recommendation. The Low-Income Weatherization Program enhances the energy 
efficiency of low-income Residential household on a cost-effective basis, reducing utility costs 
and improving the health and safety for low-income customers. 

0 Staff recommends that the Low-Income Weatherization Program be approved for 
continuation as part of TEP’s Implementation Plan. 

0 Staff also recommends that TEP be allowed to tie the eligibility level for the TEP 
LIW Program to the eligibility level set for the federal Low-Income Home Energy 
Program (“LIHEAP”), so that the eligibility levels remain consistent over time. 

E. Residential New Construction 

Program - Description. The Residential New Construction Program, also known as the 
Zero Net Energy Homes Program, is a continuation of the existing program design that was 
approved by Decision No. 71638 (April 14,2010). The Residential New Construction Program 
is designed with an incentive schedule that awards larger incentives for more efficient homes. 
The incentive schedule for the Residential New Construction Program provides a $400 incentive 
for each Tier 1 home, a $1,500 incentive for each Tier 2 home, and a $3,000 incentive for each 
Tier 3 home. 

To qualify for an incentive, homes must be tested by an approved energy rater, and meet 
one of the three tiers in the Program based on a Home Energy Rating System (“HERS”) Index 
score. On the HERS index scale, a score of 100 is considered the average efficiency of baseline 
new construction, while a HERS index score of 0 represents a home that produces all of its 
energy through on-site generation from renewable energy. In other words, the lower the HERS 
score, the more efficient the home. Under the Residential New Construction Program, Tier 1 
requires a minimum HERS score lower than or equal to 85, Tier 2 requires a HERS score lower 
than, or equal to, 70, and Tier 3 requires a HERS score lower than, or equal to 45. 

Program Objectives and Rationale. The objectives of the Residential New Construction 
Program are to advance energy efficient building practices through builder training, and to 
increase customer awareness of the benefits associated with energy efficient construction, 
combined with application of renewable technologies, such as solar photovoltaic and solar hot 
water systems consistent with achieving the goals of the Arizona Renewable Energy Standard. 
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Budnet. See TEP EE Implementation Plan Budget Table, herein, which lists the sector, 
projected costs per category, and total budget for each program. 

Delivew and Marketing Stratem. Program delivery is provided by TEP staff, and 
participation of independent RESNET approved home energy raters. TEP provides outreach to 
targeted builders, conducts builder training on marketing ENERGY STAR homes and on the 
ENERGY STAR performance standard, and mentors participating builders and raters. 

The Program is marketed to select builders primarily through direct business-to-business 
contacts. The Program is marketed to consumers at home shows, parade of homes, and other 
events focused on homebuilding as advertised through mass market and targeted media outlets. 

Pronarn Analysisfissues. In Decision No. 71638, Tier 2 and Tier 3 were added to the 
existing Residential New Construction Program, with monetized carbon values taken into 
account in calculating cost-effectiveness. (TEP included potential costs of complying with 
carbon dioxide (C02) regulation in its benefit-cost calculations.) Without the monetized carbon 
value, Tier 2 had a benefit-cost ratio of 0.75, well below the 1.0 benefit-cost ratio required for 
cost-effectiveness. No benefit-cost analysis of Tier 3 was done because, according to 
information provided by TEP, the only difference between Tier 2 and Tier 3 were the additional 
costs for solar measures. 

Staff did not recommend approval of the Zero Net Homes Program, as proposed, but 
found that Tier 2 had a benefit-cost ratio of 1.1, if the Company’s lowest proposed C02 value 
was included. 

The Commission approved the Zero-Net Energy Homes Pilot Program in April 2010, 
stating “The Commission believes that TEP’s Pilot Program advances the Company’s efforts 
with regard to energy efficiency and broadens its current program offerings.’’ The Decision also 
noted that “inclusion of a modest C02 value in determining the proposal’s cost effectiveness is 
appropriate, particularly for a pilot project and in light of likely Federal action addressing carbon 
within the proposed pilot project timefiame.” 

To date, no federal action has taken place which creates a clearly monetized value for the 
avoided costs of complying with carbon dioxide regulation. Without a monetized value, Staff 
practice has been to assume that the value of avoided emissions, although unknown, is greater 
than zero, and likely to make measures with benefit-cost ratios close to 1.0 cost-effective in 
practice. 

Cost-Effectiveness. Benefit-cost ratios for the three New Residential Construction tiers 
were re-evaluated to determine cost-effectiveness based on current information, and taking into 
account the absence of federal regulations regarding carbon. Staff included gas savings for Tier 
1 and Tier 2 (for duel fuel homes) when calculating updated cost-effectiveness. 
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Based on the Societal Test, and without monetized carbon values, the benefit-cost ratio 

for Tier 1 homes is 1.17, making the Tier 1 measure cost-effective. The benefit-cost ratio for 
Tier 2 is 0.88, making Tier 2 too low to be considered cost-effective, even taking into account 
the non-monetized environmental savings. 

Staff Recommendation. Staff recommends that the Tier 1 measure be approved for 
continuation, but recommends that the Tier 2 and Tier 3 measures not be continued. If the 
Commission does not approve the Tier 2 and Tier 3 measures, Staff recommends that they be 
discontinued once the Residential New Construction Program has met its existing commitments 
for Tier 2 and Tier 3 homes. 

F. Existing. Homes and Audit Direct Install 

Promam Description. The Existing Homes and Audit Direct Install (“Existing Homes”) 
Program is an existing program that replaced the former Residential HVAC Program (approved 
by Decision No.72028 in December 10, 2010). No modification of this Program is being 
proposed in the current filing. 

The Existing Homes Program is targeted to existing homes in need of energy efficiency 
improvements. The Program has two components, an initial energy audit with direct install of 
CFLs and advanced power strips, followed by identification of actionable, larger scale home 
energy efficiency improvements and referral to local Building Performance Institute (“BPI”) 
certified contractors to implement major home energy improvements such as insulation, air- 
sealing and HVAC. Rebates are paid to contractors for W A C  and thermal envelope measures, 
with incentives ranging from $250 to $1,700 per measure. The current average total incentive 
per participating home is approximately $1,000. TEP plans to submit the Existing Home 
Program to EPA with a request to utilize EPA labeling as Home Performance with ENERGY 
STAR. 

Program Objectives and Rationale. The Existing Homes Program achieves energy and 
demand savings from the installation of energy efficient measures and contributes toward 
transforming the industry to emphasize best practice building science principles. The Existing 
Homes Program invests in training and mentorship of participating contractors to understand the 
“house as a system” building science and to achieve BPI certification. TEP has included a 
Residential Financing Pilot Program in this Plan for 201 1-2012 which will be used to enhance 
participation in this program. 

I Budget. See TEP EE Implementation Plan Budget Table, herein, which lists the sector, 
projected costs per category, and total budget for each program. 

Deliverv and Marketinn Stratenv. TEP provides program management oversight and 
marketing. A third party implementation contractor will be responsible for recruitment, training, 
and mentorship of participating contractors and trained energy auditors, data tracking, rebate 
processing and technical support. Auditors will provide referrals to BPI certified contractors and 
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referral information will be reported to TEP. Measure installation to residential customers will 
be provided by participating independent contractors. In 201 1-20 12, program delivery will be 
coordinated with A P S  and Southwest Gas Corporation (“Southwest Gas”) to address 
programming overlap among the utilities. 

TEP provides program marketing and customer awareness-building through website 
promotion, community interest groups, mass-market channels (e.g. radio, newspaper, etc.), 
brochures and bill inserts, high bill inquiries, trade ally marketing efforts, contractor enrollment 
and training. 

Cost-Effectiveness. The enhanced Existing Homes Program was approved in December 
2010, with a benefit-cost ratio of 1.06, making the Program cost-effective. No modifications of 
the Program have been proposed, so a re-calculation of cost-effectiveness was not necessary. 

Staff Recommendation. Staff recommends that the Existing Homes and Audit Direct 
Install Program be approved for continuance. 

G.  ShadeTree 

Prom-am Description. The Shade Tree Program is an ongoing element of the 
Implementation Plan, approved in Decision No. 70455 (August 6,2008). No modifications have 
been proposed for the Shade Tree Program. The Shade Tree Program promotes energy 
conservation and environmental benefits by motivating customers to plant desert-adapted trees in 
locations where the trees will provide shade and reduce HVAC load. TEP customers are 
allowed to purchase shade trees for $8.00 per tree, if they agree to plant the trees on the east, 
west, or south sides of their homes. ’ 

Proaam Objectives and Rationale. The objectives of the Program are to promote the 
strategic planting of trees to provide shade, thereby reducing the cooling load of homes and 
associated energy usage and to educate school-age children and the public on the conservation 
and environmental benefits of planting trees. 

In addition, there are Community and the Schools tree planting projects, but these must 
meet the planting criteria outlined for planting residential trees. 

Budget. See TEP EE Implementation Plan Budget Table, herein, which lists the sector, 
projected costs per category, and total budget for each program. Program funds are leveraged 
with a significant in-kind contribution of labor, material and technical support from individuals 
and the community. 

1. TEP provides DSM funds for the planting of trees 
within the guidelines that provide kwh savings. TEP partners with Trees for Tucson, a local 
non-profit organization that manages and administers the Program. 
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Due to the popularity of the Program, DSM revenues are not normally allocated for 
advertising and promotion. TEP employees currently inform customers about the Program 
during speaking engagements and outreach presentations. Other efforts entail website 
promotion, newspaper advertising, planting and care brochure, presentations at schools, tree 
tours, and tree care workshops. 

Cost-Effectiveness. In Decision No. 70455, Staff calculated the benefit-cost ratio for this 
Program at 3.14, making it highly cost-effective. No modifications have been proposed for this 
Program. 

Staff Recommendation. Staff recommends that the TEP Shade Tree Program be 
approved for continuance. 

H. Residential and Small Commercial Direct Load Control - Pilot 

Program Description. TEP is requesting budget approval to continue this program with 
no additional modifications. The Residential and Small Commercial Direct Load Control 
(“DLC”) Program was first approved in Decision No. 71 846 (August 25,2010). With the DLC 
Program TEP intends to better manage peak demand and to mitigate system emergencies through 
direct load control of residential central air-conditioners (“AC”). 

The DLC Program will use two-way communication that sends load control signals to 
equipment at the home and provides interval consumption data back to TEP for all participants. 
The two-way communication will allow TEP to provide usage and billing information to 
customers via an in-home display or the Internet. 

Participants Will receive either: (i) a free thermostat that can be programmed manually or 
remotely via the Internet; or (ii) a load control device placed on their air conditioning unit. In 
exchange, customers will permit TEP to cycle AC units or raise thermostat temperature settings 
for a limited number of hours or events per year. It is expected that TEP will call roughly 8 to 10 
load control events each year. Customers will have the option to change thermostat settings or 
ovemde cycling strategies during a control event, but could risk penalty if they do so repeatedly. 

Pronam Obiectives and Rationale. The DLC Program pilot is intended to control air 
conditioners during peak hours as a cost-effective means to reduce peak system load. 

Delivery and Marketinn Stratem. The Program’s delivery strategy includes a third party 
implementation contractor, Tendril Networks, whose responsibilities include provision of load 
control equipment and control software that can be used by TEP to call and monitor load control 
events, training on s o h a r e  and assistance in designing effective load control strategies, 
recruitment of participants, participant tracking, technology installation, marketing, and call 
centerkustomer satisfaction. 
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Recruitment is based on specific criteria to ensure participants represent the population of 
eligible customers. Participants are required to have functioning broad band connection and 
would receive a $50 incentive. Customers also receive an internet-enabled programmable 
thermostat that will be installed by a qualified contractor at no cost to the customer. Residential 
recruitment started in June 201 1 with an email marketing request for applications. Installation of 
program devices is underway. 

Cost-Effectiveness. As discussed in Decision No. 71 846, Staff calculated a benefit-cost 
ratio of 1.39 for the DLC Program. 

Staff Recommendation. Staff recommends continuation of the Residential and Small 
Commercial Direct Load Control Program. 

Measurement, Evaluation, and Research. As discussed in Decision No. 71846, TEP 
intends for an independent evaluation contractor to conduct a process evaluation, an impact 
evaluation and a technology assessment. 

Reporting;. Reporting shall be done in accordance with the Electric Energy Efficiency 
Rules, Section R14-2-2409. 

I. Bid for Efficiency 

Program Description. Under TEP’s Bid for Efficiency Program (“BFE Program”), 
customers or project sponsors would conceive their own projects and then bid competitively for 
incentives within broad program guidelines. TEP would then select winning applicants based on 
specified criteria. 

BFE Program participants and project sponsors may include commercial customers, 
Energy Service Companies (“ESCOs”) or other aggregators who organize proposals that involve 
multiple sites. 

Proaam Obiectives and Rationale. The BFE Program seeks to encourage customers and 
project sponsors to think holistically regarding energy systems and to develop projects designed 
to optimize system energy use by encouraging a systems approach to energy efficiency. 

The BFE Program would provide an incentive for participants to use multiple EE 
approaches at one or several sites simultaneously. The subject Program attempts to address 
customer market barriers such as small savings levels at multiple sites, longer payback periods 
and organizing implementation contractors. 

TEP’s implementation goals for the Program are as follows: 

0 Ensure projects are submitted, approved, implemented and verified in a timely 
manner; 
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Allow each project to be customer-driven; responsibility will be placed on the 
customer (or project sponsor) to select appropriate trade and professional 
allies to design and implement the project and to prepare the incentive 
application; 

0 Encourage implementation of multiple measures for comprehensive projects; 
and 

0 Encourage aggregated applications that involve implementation. at multiple 
sites. 

Budget. TEP requested a budget of $47,469 for the first year (201 1) of the BFE Program 
and a budget of $503,092 for 2012. See the TEP Implementation Plan Budget Table, herein, 
which lists the sector, projected costs per category, and total budget for each program. 

Deliverv and Marketing. The BFE Program will focus on market segments with 
significant savings potential, unique load or energy savings characteristics, and those that require 
specialized delivery or support services. The target market consists primarily of larger customers 
and customer groups that may include grocery stores, convenience stores, or data centers, 
business sectors that have historically been hard to reach. 

Elirribility. Any entity, customer, or project sponsor may participate if the proposal meets 
the minimum application requirement of 200,000 kwh in savings for the first year. Electric 
loads may be aggregated among multiple facilities to meet the kwh threshold. Eligible project 
sponsors may include, but are not limited to TEP customers, ESCOs and engineering / 
architecture firms. Any third-party project sponsor must submit an application with the consent 
and support of the identified TEP customer. To provide participants with maximum flexibility, 
the Program will not explicitly specify eligible measures, but, pre- and post-installation metering 
will be required to ensure that savings estimates are in line with actual savings produced by the 
projects. All proposed measures must meet the following requirements: 

0 Produce a measurable and verifiable reduction in energy consumption; 

0 Produce savings through an increase in energy efficiency or better utilization 
of energy through improved production equipment or controls; 

0 Be installed in a retrofit application; 

0 Have a usefui life of five years or greater; and 

0 Prove cost effective using the Societal Cost Test (applies to total project 
including all measures). 
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Examples of eligible measures include, but are not limited to, installation of Premium 
efficiency motors, lighting system upgrades, W A C  system improvements, heat recovery 
systems, and energy system control upgrades. Project sponsors are fiee to propose measures, as 
long as the above requirements are met. TEP anticipates an average incentive of $0.15 / kWh, 
based on multiple measures with varying savings. With average savings of 400,000 kwh per 
project, the average incentive would be $60,000. 

The following implementation process is proposed for the BFE Program: 

0 TEP, andor its implementation contractor (“IC”), will advertise the BFE 
Program to target customers and trade allies; 

0 Customers or trade allies will submit bids for its EE projects. 

0 TEP/IC will evaluate projects and make awards; 

0 TEP/IC will perform pre-installation metering; 

0 Customer will implement the proposed project; 

0 TEP will pay 50 percent of the incentive amount prior to installation; 

0 TEP/IC will perform post-installation metering; and 

0 TEP will pay the remaining incentive amount based on the actual M&V 
energy savings (based on first year operation). 

TEP proposes to implement the BFE Program as a pilot during 201 1 and 2012. Pilot 
results would be evaluated in 2013. If the market response and measure savings indicate the 
Program is cost-effective, and achieving substantial savings, the Company would include the full 
Program offering in its 2014 DSM Implementation Plan. 

Proaam Analvsis4ssues. The BFE concept is being used by several other western 
utilities, including San Diego Gas & Electric in California and Xcel Energy in Colorado. With a 
focus on whole-building efficiency, coupled with the ability of participants to select from a wide 
range of potential efficiency measures, the BFE Program could offer an opportunity to customers 
and project sponsors to design cost-effective energy efficiency projects. 

Under TEP’s proposal, 50 percent of the incentive for each project is paid prior to 
measure installation, with the remaining incentive amount based on the actual energy savings, 
paid after the first year of operation. Staff believes this payment sequence offers an important 
“true-up” opportunity that ensures projects receive incentives proportionate to their actual energy 
efficiency. However, Staff is concerned that there are no limits proposed for the maximum 
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incentive available to an individual project. Therefore, Staff recommends that incentives be 
capped at 60 percent of the incremental cost of the efficiency measures utilized in the project. 

TEP estimates annual energy savings of 400,000 kWh, and peak demand savings of 36.53 
kW for each of the 10 projects anticipated during the two-year pilot program. Based on these 
anticipated savings, StafT has determined that the BFE Program would have a benefit / cost ratio 
of 1.86, indicating that the Program would be cost-effective. 

Staff Recommendations 

0 Staff recommends that the TEP Bid for Efficiency Pilot Program be approved 
as a two-year pilot program as discussed herein. 

0 Staff further recommends that individual project incentives under this 
program be capped at 60 percent of the incremental costs of the efficiency 
measures included in the project. 

J. RETRO-COMMISSIONING PROGRAM 

Promam Description. TEP’s proposed Retro-Commissioning Program (“RCx Program”) 
would identify deficiencies in existing facilities and makes necessary adjustments to produce 
energy savings and other benefits such as occupant comfort. The proposed new RCx Program is 
geared to assist owners of large existing commercial and industrial facilities in improving energy 
performance. TEP states that improvements made in response to RCx efforts are comparatively 
inexpensive to implement and typically offer paybacks of less than two years. 

The RCx Program would begin with a Screening Energy Audit. Participants then 
proceed, if eligible for the RCx Program, through a three part retro-commissioning study: (i) the 
Operations and Maintenance Review Phase (operational procedures and maintenance practices); 
(ii) the Systems Commissioning Phase (performance testing, trending and metering), and (iii) the 
Systems Optimization Phase (high performance building operation strategies). 

A 2009 study of retro-commissioning by Lawrence Berkley National Laboratories noted 
a median savings of 16 percent of whole building energy costs across 561 projects. Documented 
benefits of RCx programs include, but are not limited to the following: 

0 

0 

0 Increased equipment life 
0 Increased facility documentation 
0 Facility staff training 

Up to 15 percent energy savings 
Reduced occupant complaints and improved occupant comfort 
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Program Obiectives and Rationale. The Program would target large facilities which have 
lighting, cooling, and ventilation as their largest energy uses. Large office and retail facilities 
represent the most effective building type for the RCx approach. 

Budget. TEP has requested a two-year budget for the RCx Program totaling $175,520. 
Incentives comprise $1 10,000, with program delivery, administration, marketing and evaluation 
costs accounting for the balance of the budget. 

Delivery and Marketing Strategy. TEP would offer an online application for customers 
interested in the RCx Program on the TEP website. The screening audit would provide the 
customer with a basic energy audit, identifying basic equipment upgrades and control strategies 
that would result in energy savings for the customer. The audited facilities would also receive 
ENERGY STARB Portfolio Manager ratings to benchmark the facility versus similar facilities 
in the area. The energy audit would be provided free of charge to all eligible applicants and will 
be used to determine eligibility for participation in subsequent phases of the RCx Program. The 
Program is designed so that customers can move to progressively higher levels of examination 
and analysis, only after they have implemented measures identified in the Screening Audit, and 
later, the Operations and Management Review phases of the Program. 

For selected customers, and subsequent to the Screening Energy Audit, TEP would 
perform an Operations and Maintenance (“O&M’) Review of the subject facility’s energy usage, 
to evaluate operational procedures and maintenance practices related to major equipment. The 
result of this review would be a list of facility improvement measures with estimated cost and 
savings values. Customers would also receive training on O&M best practices and guidance on 
implementing facility improvements. The O&M Review would be provided by TEP at no cost to 
the customer. 

For selected customers that implement recommendations identified in the O&M Review, 
TEP would offer Systems Commissioning services. Systems Commissioning services utilize 
advanced performance testing, trending and metering procedures that identify further 
opportunities for energy system repairs, upgrades and replacements. Measures identified during 
this phase include repairs, upgrades and capital planning that would allow existing systems to 
operate within the parameters developed during the O&M review. Systems Commissioning 
services would be paid by the Program. 

The final phase of the RCx Program is known as Systems Optimization. This phase of 
the Program builds on work completed in prior Program phases by introducing cutting-edge 
practices developed for today’s high performance buildings. Services for this phase would be 
provided by the Program for selected customers who implement recommendations identified 
during the Systems Commissioning phase of the Program. 

Eligibility. The RCx Program will be available to TEP commercial and industrial 
customers with at least one meter on an eligible rate schedule. In addition, the facility must 
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contain a minimum of 100,000 square feet of conditioned space and have at least one I11-time 
facility operationdmanagement staff. 

Promam Analvsis/Issues. Presently, the lack of knowledge by building operators, the 
lack of qualified workers, and the upfiont costs of the audit and associated equipment 
optimization are barriers to improving the energy efficiency of commercial and industrial 
facilities. The TEP Retro-Commissioning Program intends to overcome these barriers by 
providing facility owners with the, information necessary to identifjr energy-saving opportunities 
and manage energy consumption at their facilities. 

Cost-Effectiveness. TEP estimates annual energy savings of 200,000 kWh, and peak 
demand savings of 18.26 kW for each of the five projects anticipated through the end of 2012. 
Based on these anticipated savings, Staff has determined that the BFE Program would have a 
benefit-cost ratio of 2.38, indicating that the Program would be cost-effective. 

Staff Recommendations. Staff recommends that the TEP Retro-commissioning Program 
be approved. 

K. SCHOOL FACILITIES PROGWM 

Program Description. Schools represent a market segment that has historically been 
underserved. TEP has proposed a School Facilities Program (“Schools Program”) to increase 
participation in energy efficiency retrofits by schools. 

The TEP Schools Program would be open to participation by all existing kindergarten 
through twelfth grade school facilities in the TEP service territory, including charter schools. 
The proposed Schools Program would utilize the same delivery method and pay incentives for 
the same energy efficiency measures as are found in the existing TEP C&I Comprehensive 
Program (“C&I Program”), but the Schools Program would only service eligible schools. TEP 
proposes to pay up to 100 percent of the incremental cost of the efficiency measures for the 
Schools Program, as compared to up to 85 percent for measures in the existing C&I Program. 

The Schools Program would utilize an upstream market incentive design that provides 
incentives directly to contractors installing the energy efficiency measures. Specifically, the 
Schools Program would offer the following products and services: 

0 Educational and promotional pieces designed to assist contractors with the 
marketing of the Schools Program to schools; and 

0 Education and promotional efforts for schools and contractor allies on how the 
Schools Program functions, what energy efficiency technologies are offered, 
what incentives are provided and the benefits of the measures. 

The lighting measures included in the Schools Program are: 
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0 Retrofit of T12 fluorescent lighting with T8 lighting; 

0 Retrofit of standard T8 lighting to premium T8 lighting; 

0 Retrofit of high intensity discharge lighting with T8 or T5 lighting; 

Replacement of incandescent lamps with screw-in compact fluorescent lamps 
("CFL"); 

Retrofit of existing incandescent and CFL exit signs with LED or 
electroluminescent exit signs; 

0 Lighting system occupancy sensors; and 

0 Delamping and reduced lighting power density. 

The W A C  measures included in the Schools Program are: 

High efficiency air conditioners and heat pumps (incentives vary by SEER 
rating); 

0 Programmable thermostats; and 

0 Shade screens and window films to reduce solar heat gain. 

The Schools Program would also include variable speed drive motors to optimize 
performance, vendor miser sensors which turn off or turn down refrigeration and lighting in 
vending machines when not in use, and smart strips to better control plug loads. Whole building 
custom incentive applications would also be considered where appropriate. Table 1-1 below 
presents a summary of the incentives offered for each measure. 

Table 1-1 
School Facilities Efficiency Incentive Summary 

I Reduced Lighting Power Density (LPD) I 



THE COMMISSION 
November 16,201 1 
Page 25 

Screw-in Cold Cathode CFL 
T8 to Premium T8 

I $12/bulb 
I $2l/lamp 

~~ 

DeIamping $6/fixme 

Programmable Thermostats $204/themostat 
High-efficiency Packaged AC and Heat Pumps (c65,OOO btuh) 

HVAC Measures 

$440 to $1,321 (depending 
on size and SEER rating) 

Budget. The Program will begin in 2012 with a proposed first-year budget of $157,941. 
See The TEP Implementation Plan Budget Table, herein, which lists the sector, projected costs 
per category, and total budget for each program. 

Delivery and Marketing. Schools that are interested in the Schools Program would apply 
for participation using an on-line proposal generation and project tracking system. This Internet- 
based system would provide an analysis of project costs and projected savings. Projects that are 
selected by TEP based on projected energy savings would utilize contractors to provide tum-key 
installation services to schools. Incentives would be paid directly to the contractors. 

TEP would assign an in-house program manager to oversee the Schools Program, provide 
guidance on Schools Program activities and provide a point of contact for schools that are 
interested in participation, or have questions or concerns regarding the Schools Program. The 
implementation contractor would be responsible for program administration, application and 
incentive processing, monitoring activities of installation contractors, participation tracking and 
reporting, and overall quality control and management of the delivery process. In addition, the 
implementation contractor would conduct outreach to contractors, marketing and promotion to 
schools, and education and training on the benefits and functioning of the Schools Program. 

Installation contractors would promote the Schools Program directly to schools, provide 
turn-key installation services and have access to the Schools Program Internet processing system 
to prepare proposals. 

Promam AnalvsidIssues. The Schools Program lists a total of 30 individual energy 
efficiency measures that are eligible for incentives. This program is designed to install multiple 
measures on a “whole building” basis, where measures tend to complement or reinforce one 
another and, for this reason, cost-effectiveness is calculated on a per-project basis, where savings 
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and costs fiom a typical set of project measures are compared. The Schools Program also 
encourages the creative combination of listed measures with other measures that are not on the 
Schools Program’s incentive list by offering a “custom measures” category. Proposed “custom 
measures” must demonstrate energy savings and pass the Societal Cost Test. 

In order to evaluate the Schools Program at the project level, Staff analyzed a typical 
school energy efficiency project that included delamping a portion of the school facility and 
replacing the remaining lighting fixtures with T8 upgrades. In addition, the model project 
includes data for programmable thermostats, occupancy sensors, energy efficient exit signage, 
vending machine controls and advanced timer power strips. By combining these particular 
measures, and using anticipated savings values for each measure, Staff determined that this 
“typical” school project would cost approximately $2,821 dollars in incentives while saving 
approximately 40,956 kWh of energy and 4.13 kW of demand load. 

Cost-Effectiveness. Based on these anticipated savings, Staff has determined that the 
typical School Facilities Program project would have a benefit-cost ratio of 1.71, indicating that 
the Schools Program would be cost-effective. Staff further believes that this ratio is indicative of 
the benefits of similar projects that would be completed under the Schools Program. 

Staff Recommendations. Staff recommends that the School Facilities Program be 
approved. 

L. Combined Heat and Power - Pilot 

Promam Description. TEP is requesting budget approval for a new Combined Heat and 
Power (“CHP”) Pilot Program in 20 1 1. The TEP CHP Pilot Program is a proposed Joint Utility 
Program to be implemented in cooperation with Southwest Gas. Distributed Generation (“DG’) 
is defined in A.A.C. R14-2-2401 as “the production of electricity on the customer’s side of the 
meter, for use by the customer, through a process such as CHP.” R14-2-2401 goes on to define 
CHP as “combined heat and power, which is using a primary energy source to simultaneously 
produce electrical energy and useful heat.” TEP proposes this program as a pilot to assist in 
developing methods and procedures for future joint utility programs with Southwest Gas or other 
utilities. TEP proposes to provide support for the existing Southwest Gas DG Program (Decision 
No. 69917, September 27, 2007) by sharing costs for marketing and outreach, training, and 
design. Specifically, TEP would pay up to 10 percent of the design costs for a CHP installation. 
TEP would cooperate with Southwest Gas on marketing and outreach strategy to maximize the 
effect of marketing and outreach expenses. 

Program Obiectives and Rationale. The primary god of the Program is to provide 
support for the existing Southwest Gas DG Program, specifically for CHP projects. TEP states 
that the market potential for CHP is substantial and could contribute significantly to energy 
conservation in Arizona, and could accrue significant societal and customer benefits as well. 
According to TEP, CHP is an affordable, clean, and reliable way to meet a customer’s energy 
needs. With gas used as the primary fuel, the process is far more efficient than electricity or gas 
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use alone because the waste heat is used as well. The economics of the CHP system depends on 
effective use of the thermal energy in the exhaust gases. Exhaust gases are primarily used for 
heating the facility and could also be applied to heat recovery steam generators (HRSG) to 
produce additional electric power. 

Delivew and Marketing Stratem. Program delivery, incentives, and administration; as 
well as the marketing and communications strategy would be provided by Southwest Gas 
through its DG Program. TEP would assist with marketing and outreach, design assistance, and 
interconnection design expertise. TEP would assign an in-house program manager to coordinate 
joint program delivery with Southwest Gas. 

Cost-Effectiveness. TEP’s analysis of this program showed a benefit-cost ratio of 8.5. 
Although Staff‘s analysis indicated a lower benefit-cost ratio of 6.5, it still indicated a cost- 
effective program based upon avoided provision of TEP capacity and energy. 

Staff Recommendation. In Staffs opinion, this program could increase the amount of 
CHP in TEP’s service area, and, due to CHP’s inherent efficiencies, increase the efficiency of 
energy use. Staff recommends approval of the CI-IP Pilot Program. 

M. Small Business Direct Install 

Promam DescriDtion. TEP is requesting budget approval to continue this program and 
approval of these additional measures: 

Shade Screens 
Window Films 
Induction Lighting 
LED Channel Signs 
Outdoor CFL 
Reduced LPD 
T8 to Premium T8 
Premium T8 Lighting 
Beverage Controls 
Snack Ctrls (“vending miser”) 
Refiigerated Display 
Automatic Door Closers 
Refrigerated Display Gaskets 
Advanced Power Strips - Occupancy Sensors 
Advanced Power Strips - Timer Plug Strip 
Advanced Power Strips - Load Sensor 

The Small Business Direct Install Program is an existing program, approved by the 
Commission in Decision No. 70457 (August 6,2008). The Program offers incentives for a select 
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group of retrofit and replace-on-burnout energy efficiency measures in existing facilities. 
Eligible customers include customers who qualify for TEP’s Rate 10 - Small General Service 
pricing plan (typically an aggregate monthly demand of 200 kW or less). The Program offers 
incentives for the installation of energy efficiency measures, including lighting equipment and 
controls, HVAC equipment, motors and motor drives, compressed air, and refiigeration 
measures. Incentives for lighting measures range from $7 to $65, HVAC measures range fiom 
$125 to $675, and Refrigeration measures average $127. 

Promam Obiectives and Rationale. The Small Business Direct Install Program is 
designed to address certain barriers to this market segment, including limited investment capital, 
limited awareness of energy cost savings, and required short-term payback. The Program’s 
purpose is to persuade small business customers to install high-efficiency equipment at their 
facilities and encourage contractors to promote the Program. 

Budget. See TEP EE Implementation Plan Budget Table herein which lists the sector, 
projected costs per category, and total budget for each program. The Small Business Direct 
Install Program shows total costs for 201 1-12 of $7.6 million. 

Delivery and Marketing Stratem. The Program is operated as an “up-stream” market 
program, with incentives offered to prequalified contractors who can provide turn-key 
installation services for customers. The intention is to reduce the measure payback to one year 
or less. The Program also includes consumer and trade ally educational and promotional pieces 
designed to provide decision makers in the small business market with the information necessary 
to make informed choices (and increase awareness). 

The marketing strategy includes educational seminars tailored to the small business 
market, major media advertising, website promotion, outreach and presentations at professional 
and community forums, and direct outreach to customers who meet the criteria for the Program. 

Cost-Effectiveness. The original Program approved with Decision No. 70457 showed an 
overall benefit-cost ratio of 1.87 and a range of measure benefit-cost ratios ranging from 1.04 to 
3.6. In this filing, the new proposed measures range from 1.4 to 10.8 with an overall benefit-cost 
ratio of 3.4. 

Staff Recommendation. Staff recommends approval to continue the Small Business 
Direct Install Program, with the proposed new measures. 

N. Commercial and Industrial (“C&I”) Comprehensive 

Program Description. TEP is requesting budget approval to continue the C&I 
Comprehensive Program and approval of additional measures listed below: 

Heat Pump Water Heaters - Tier 1 
CO Sensors 
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C02 Sensors 
Cooling Tower Sub cooling 
Economizers 
High Perf Glazing 
PTACPTHP 
Shade Screens 
Window Films 
EMS - Lighting Schedule 
Induction Lighting 
LED Channel Signs 
LED Pedestrian Signals 
LED Traffic Lights 
LED Street and Parking Lights 
Outdoor CFL 
T8 to Premium T8 
Green Motor Rewind 
Beverage Controls (“vending miser”) 
Snack Controls (Vending miser”) 
Efficient Compressors 
Efficient Condensers 
Floating Head Pressure Controls 
Refiigerated Display Automatic Door Closers 
Refrigerated Display Gaskets 
Coin Operated Washers - Tier 1 
Coin Operated Washers - Tier 2 
Advanced Power Strips - Occupancy Sensors 
Advanced Power Strips - Timer Plug Strip 
Advanced Power Strips - Load Sensor 

Incentives for the above measures range from under $2 up to $200, except those for 
chillers and heat pumps/air conditioners. The average incentive for chillers is $13,465. Heat 
pump and air conditioning incentives average, respectively, $556 and $575. 

The C&I Comprehensive Program is an existing program, approved by the Commission 
in Decision No. 70403 (July 3, 2008) under the name of Non-Residential Existing Facilities 
Program. The Program provides prescriptive incentives to large commercial customers who are 
under TEP’s Rate 13 and Rate 14 pricing plans (typically an aggregate monthly demand 
exceeding 200 kw) for the installation of energy-efficiency measures, including lighting 
equipment and controls, W A C  equipment, motors and motor drives, compressed air and 
refrigeration measures. Prescriptive incentives are offered for a schedule of measures in each of 
these categories. Customers can also propose their own innovative energy efficiency solutions 
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by offering a custom energy efficiency measure. The average incentive for custom projects is 
$4,270. 

Prom-am Obiectives and Rationale. The C&I Comprehensive Program is designed to 
address the barriers to this market segment, including limited awareness and lack of knowledge 
about the benefits and costs of energy efficiency improvements, performance uncertainty 
associated with energy efficiency projects, and the required short-term payback. The program’s 
purpose is to encourage large business customers to install high-efficiency equipment at their 
facilities and encourage contractors to promote the Program and provide turn-key installation 
services to small business customers. 

Budget. The Summary Implementation Plan Implementation Costs for 2012, Table 3-1 1 
in the filing, shows projected costs by category, and total budget for each program. The C&I 
Comprehensive Program shows total utility cost of $4.28 million and total lifetime net benefits 
of $20 million. 

Delivery and Marketing Strategy. The Program is delivered by a third party 
implementation contractor who provides program administration, application review, 
participation tracking and reporting, project quality control, and technical support. In addition to 
the implementation contractor, key partnering relationships and marketing outreach include: the 
local archtectural and engineering community, electrical, mechanical and building contractors, 
equipment manufacturers, distributors and vendors, professional and trade service associations, 
and the educational and promotional pieces designed to assist facility operators and decision 
makers with the information necessary to improve the energy efficiency of their facilities. 

Cost-Effectiveness. With Decision No. 70403 , the Commission approved this program’s 
predecessor, the Non-Residential Existing Facilities Program which showed a benefit-cost ratio 
of 2.5 using Staff‘s methodology. The new measures described in this filing show similar cost 
effectiveness, except for one measure, the LED Street and Parking Lights which both TEP and 
Staff show a benefit-cost ratio less than one. Therefore, Staff does not recommend approval of 
this measure. 

Staff Recommendation. Staff recommends approval of the C&I Comprehensive 
Program, except for the proposed additional measure LED Street and Parking Lights. 

0. C&I Direct Load Control 

Program Description. The C&I Direct Load Control Program is an existing program, 
approved previously by as the Commercial and Industrial Demand Response Program in 
Decision No. 71787 (July 12,2010). TEP is requesting budget approval to continue this program 
with no additional modifications. 

This is a commercial and industrial load curtailment program. Customers are 
compensated with incentives for their participation at negotiated levels that vary depending on 
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multiple factors including the size of the facility, amount of kW under load control, and the 
frequency with which the resource can be utilized. 

Program Objectives and Rationale. Commercial and industrial load represents a total of 
approximately 22 percent of system demand during peak hours in the late afternoon and evening 
during summer months. Modification of controls for chillers, rooftop AC units, lighting, fans, 
and other end uses is capable of reducing power demand at peak times. In addition, the Program 
may be used to support standard benefits of demand-response programs which include avoided 
firm capacity required to meet reserve requirements, reduced or avoided open-market power 
purchases during periods of high energy prices, and greater grid stability and reduction in 
outages due to reduced grid demand. 

Deliverv and Marketing Stratew. The Program is delivered on a turnkey basis by a third- 
party implementation contractor, who negotiates load reduction agreements with multiple 
customers and “aggregate” these customers to provide TEP a confirmed and guaranteed load 
reduction capacity available upon request. The contract between TEP and the demand response 
(“DR”) aggregator, EnerNOC, is similar to a power purchase agreement in that EnerNOC is 
obligated to provide megawatts of load curtailment while maintaining a degree of flexibility in 
how the curtailments are achieved. Incentives are provided by EnerNOC and customized based 
on a variety of factors, including the amount of load that can be reduced. 

Recruitment is targeted to help ensure that customers invited to participate are able to 
provide reliable and significant load control reductions. 

Cost Effectiveness. With Decision No. 71787, the Commission approved the original 
Since TEP is making no Program, showing a Staff-determined benefit-cost ratio of 2.47. 

modifications to the Program, it remains a cost-effective program. 

Staff Recommendation. Staff recommends approving the C&I Direct Load Control 
Program for continuation. 

P. Commercial New Construction Proeram 

Background. On August 6,  2008, in Decision No. 70459, the Commission approved the 
Efficient Commercial Building Design Program for TEP. The Program was approved on a two- 
year pilot basis. On July 1,2010, TEP filed an application for approval to continue the Program 
for an indefinite period. In December, 2010, TEP informed Commission Staff that a request for 
continuation would be contained in TEP’s 2011 Energy Efficiency Implementation Plan (“EE 
Plan”). TEP filed the EE Plan on February 1, 201 1, and rebranded the Efficient Commercial 
Building Design Program as the “Commercial New Construction Program.” TEP is also 
proposing one additional measure for this Program, high-performance glazing. 

Pronram Description. The Commercial New Construction Program is geared toward the 
building owner/developer by incenting the increased use of energy efficiency measures during 
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the design phase of a commercial building’s development. Program incentives are based on 
improved building energy efficiency compared to a baseline design, as determined by a building 
energy simulation program such as the Department of Energy’s eQUEST program. The Building 
Design Incentive is limited to a maximum of $75,000 per project and the Design Assistant 
Incentive is limited to a maximum of $10,000 per design team. 

Program Obi ectives and Rationale. Commercial New Construction provides incentives 
to offset the additional design cost of alternative, more energy-efficient designs. The Program is 
performance-based and includes design assistance for the design team, performance-based 
incentives for the building owner/developer, and energy design information resources. Design 
assistance involves efforts to integrate energy efficiency into a customer’s design process as 
early as possible. 

In addition to the design incentives and performance-based incentives for the building 
owner/developer, this Program provides technical support services to the design community. 

Budget. TEP requested a budget of $402,469 for 2011 for the Commercial New 
Construction Program and a budget of $406,319 for 2012. See the TEP Implementation Plan 
Budget Table, herein, which lists the sector, projected costs per category, and total budget for 
each program. 

Eligibilitv. All new commercial building projects and major renovations to existing 
buildings in the TEP service territory that receive or will receive electric service from TEP are 
eligible to participate in the Program. Major renovation for this purpose would be a substantial 
or significant change to an existing structure, such as completely gutting a building and installing 
insulation, new windows, and new W A C  equipment. 

Deliverv and Marketing. TEP will continue to market the Program to building owners, 
developers and members of the design team. The Program uses a variety of educational and 
promotional pieces to assist building owners and developers with the necessary information to 
understand various energy efficiency options, and to encourage them to discuss these options 
with their design professionals early in the design process. TEP will continue to promote the 
Program through focused outreach to the building development community. 

Cost Effectiveness. Although the original pilot did not enjoy a high level of participation 
due primarily to the poor economic environment, participation has grown dramatically during the 
first half of 2011. TEP reports a total of ten Program applications that would produce a total 
energy savings of 1,635,490 kWh. Based on these estimated savings, Staff has calculated the 
benefit-cost ratio for the Program as 2.70. The proposed new measure, high-performance 
glazing, has a calculated benefit-cost ratio of 1.14. 

Staff believes that offering incentives and technical guidance during the design stage of 
commercial building projects is an important method of implementing energy efficiency 
measures. Staff further believes that by increasing the visibility of the Program through better 
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online marketing and continued use of educational seminars, participation in the Program can be 
I further increased. Therefore, Staff recommends that the Program be approved for continuance. 

Prowam AnalvsisAssues. The subject Program is a continuation of the Program formerly 
known as “Efficient Commercial Building Design” that was originally approved as a two-year 
pilot on August 6,2005, under Decision No. 70459. 

The implementation of the original pilot occurred during the start of the current economic 
downturn. The financial environment resulted in a near total halt in loans for all types of 
commercial building development projects, as well as a concomitant decrease in overall building 
project activity. 

Staff believes that the financial climate played a major part in the lower than anticipated 
participation in the original pilot, and that the reduction in new buildings within TEP’s service 
area directly affected participation in the pilot. Participation in the Program grew dramatically 
during the first half of 201 1, with TEP reporting the completion of two Design Assistance 
projects and the receipt of eight New Construction applications. Staff believes that this trend of 
increasing participation in the Program will continue. 

Staff recommends that TEP continue its outreach efforts to building owner, developer 
and design professional organizations (e.g. American Institute of Architects, American Society 
of Professional Engineers, Urban Land Institute, National Association of Office and Industrial 
Properties, etc.). Staff further recommends that TEP extend its outreach activities to include 
banks and other lending institutions that service the building design and construction industry. 
In addition, TEP should communicate with local building code officials to apprise them of 
Program benefits and encourage the adoption of higher performance building and energy codes. 

Baseline Studv. At the inception of this pilot program, TEP had not conducted a formal 
baseline study of new commercial construction design characteristics. In preparing the analysis 
for the pilot program, the baseline performance conditions of new commercial construction 
projects were estimated based on best available knowledge of current market conditions and 
design practices. To confirm the baseline assumptions made in the preparation of this plan, TEP 
hired Navigant Consulting (“Navigant”) to conduct a formal baseline study of commercial 
building practices. Funding for this baseline study was approved by Decision No. 71 109 on 
June 5,2009. 

The study, entitled “Assessment of Baseline Practices for Commercial New 
Construction”, dated June 25,2010, was submitted by TEP to S t a f f  at the time that TEP filed its 
application to continue the pilot program. The objective of this report was to determine how 
commercial buildings are currently being designed and specified within TEP’s service area. The 
baseline study concluded that, except for federal and state buildings, new commercial 
construction in the TEP service area is generally built to code. Where buildings are constructed 
above code requirements, it is generally in pursuit of LEED (Leadership in Energy and 
Environmental Design) certification. 
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The baseline study offered several recommendations for TEP to consider in relation to 
the pilot program. A summary of those recommendations includes: 

0 Federal and other government buildings are generally mandated to build above 
code. Therefore, TEP should consider modifying its Program applications to 
determine whether a building is public or private, and require higher savings 
for public buildings. 

0 TEP should monitor code changes and talk to code officials on a regular basis. 

0 TEP should provide education to the building industry to define an integrated 
design approach and help this to become standard practice. 

0 TEP should encourage the use of commissioning agents (perhaps through 
specific incentives) to ensure that buildings operate as specified by design. 

0 TEP should consider adding a prescriptive path to the Program to provide 
incentives for specific technologies, such as high R value roofs and walls, 
variable speed drives and high efficiency motors, higher efficiency lighting 
systems. 

0 The Report states that the most important recommendation is “. . .to educate 
architects about life-cycle costs and how to sell these ideas to clients, educate 
owners who are buying from private developers, and educate the market about 
considering life cycle costs versus first costs in determining the value of a 
building. . . ” 

Staff Recommendations. Staff generally concurs with the recommendations of the 
baseline study with the exception that TEP should first ascertain the cost-effectiveness of using 
third-party commissioning agents. Staff makes the following additional recommendations: 

0 Staff recommends that the Program, including the high-performance glazing 
measure, be approved for a second two-year period. 

0 Staff further recommends that TEP implement the recommendations in the 
“Assessment of Baseline Practices for Commercial New Construction” 
prepared by Navigant Consulting, including modification of Program 
performance thresholds (for public buildings) and Program applications to 
differentiate between public and private sector facilities. 

0 Staff further recommends that Measurement & Evaluation statistics for the 
Program be included in the DSM reports filed with the Commission. 
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0 Staff further recommends that TEP continue Program outreach efforts by 
targeting building owner, developer and design professional organizations, 
lenders and lender industry associations, and local building code officials. 

0 Staff further recommends that information announcing the availability of the 
Program occupy a more prominent position on the TEP website. 

9. BEHAVIORAL COMPREHENSIVE 

Program Descriution. The proposed Behavioral Comprehensive Program (“Behavioral 
Program”) consists of six educational subprograms. The focus of the Behavioral Program is to 
educate Residential customers on how changes in behavior, including purchasing decisions, can 
improve energy efficiency. Most of the subprograms include low-cost measures, such as CFLs, 
faucet aerators, LED nightlights and refrigerator thermometers, in addition to the educational 
components. 

The table below lists and describes the six subprograms that make up the Behavioral 
Comprehensive Program. More detailed program descriptions are provided in the following 
paragraphs: 

Subprogram New (proposed) or existing 
Home Energy Reports Approved on April 7, 2011, Decision 

No. 72254. 

Direct Canvassing New (proposed) 

K- 12 Education New (proposed). Consists of 
redesigned energy education for 6*, 7th 
and Sth grades, and will absorb the 
existing school-based energy education 
components fiom the Education and 
Outreach Program. 

Community Education New (proposed) 

In home Energy Use Monitors Approved as part of the Residential 
Direct Load Control Pilot, August 25, 

1 2010, DecisionNo. 71846. 
CFL Giveaway I New (proposed) 

Descriptions 
Comparison of energy use to that of 
neighbors. An on-line energy audit 
component will also be added in 2012. 
Door to door awareness and direct 
install campaign 
Classroom education including take 
home direct install kits 

“Train the trainer” approach, with 
hands-on energy efficiency training 
A sub-pilot of the smart meter 
program. Displays near-real time 
usage information 
CFL bulb giveaway at outreach events 

Home Enerw ReDorts. Although budgeted separately, the Home Energy Reports 
subprogram is part of the overall Behavioral Comprehensive Program. The existing Home 
Energy Reports are designed to instigate behavioral changes in customers’ energy consumption 
by (i) making customers aware of their energy consumption; and then (ii) allowing them to 
compare that usage to similarly situated homes. The subprogram targets habitual behaviors (e.g., 
lights and thermostats), purchasing behaviors (standard versus energy efficient appliances), and 
participation in demand-side management programs. 
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In addition, the on-line energy audit function that is currently part of the Education and 
Outreach Program will transition to the Home Energy Report subprogram during the first half of 
20 12. 

Direct Canvassing. The direct canvassing initiative is a grass-roots, door-to-door 
approach to promoting energy efficiency, and is designed to reach neighborhoods difficult to 
reach through traditional messaging. The subprogram would use trained volunteers fiom local 
community organizations to talk to customers about energy efficiency. Two CFLs would be left 
with each customer, along with program materials for appropriate TEP DSM programs. 

K-12 Education. In addition to energy based class room curriculum, students would be 
instructed in energy saving approaches for their homes. Students in grades 6-8 would be 
provided with a take home kit which includes CFLs and refrigerator thermometers, as well as 
educational materials on how to reduce energy use. 

Beginning in 2012, the K-12 subprogram will also offer the academic support activities 
currently offered under the Education and Outreach (,‘E&O’’) Program. These activities include 
the Insulation Station, the Energy Patrol, the Electri-City exhibit at the Tucson Children’s 
Museum and Energy Conservation Bike/Solar Generation Presentations. The E&O Program’s 
school-based energy education activities will be transferred to the K- 12 subprogram, to 
consolidate school-based energy education into one subprogram. 

Communitv Education. The Community Education Program would engage community 
groups and work with public entities with “train the trainer” hands-on energy efficiency 
seminars. Community trainers would be given a broad based review of energy, efficiency and 
comfort principles. The seminars include hands-on training with a wide sample of materials 
such as weather stripping, low flow showerheads, caulk or foam sealant and CFLs. 

CFL Giveaway. The Compact Fluorescent Light Give-Away Program will complement 
TEP’s presence at community events, and its overall education and outreach efforts, and 
efficiency messaging. Free CFLs will be made available both at community events and to 
community organizations, including those involved in om Community Education Program. 

In-home Display. The In-Home Display measure is part of the Residential Direct Load 
Control Program already approved by the Commission in Decision No. 71846. The In-home 
Display works by providing a digital readout showing customers their current cost of energy in 
cents per hour and their cumulative cost for the month. Participating customers are provided 
with interval energy usage data in several formats on a personal web portal or on an additional 
physical home display device. 

Budnet. The cost for the web portal and in-home displays are included in, and budgeted 
with, other communicating equipment provided to customers participating in the Residential 
Direct Load Control program. See TEP EE Implementation Plan Budget Table, herein, which 
lists the sector, projected costs per category, and total budget for each program. 
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Behavioral Commehensive Program Overall Obiectives and Rationale. 
related behaviors intended to be influenced by the Behavioral Comprehensive 
include the following: 

The energy- 
subprograms 

0 Habitual behaviors 
Adjust thermostat setting 

’ Turn off unnecessary lights 

0 Small purchasing and maintenance behaviors . . 
’ W A C  maintenance 

Purchase and install faucet aerators and low flow shower heads 
Purchase and install compact fluorescent lights 

0 Larper Durchasing decisions . . Purchase an ENERGY STAR appliance 
Purchase higher EE heating and cooling system through participation in a 
TEP DSM Program 

Deliverv and Marketing. Strategy. All TEP residential customers would be eligible for 
this program. Delivery would be made through implementation contractors and TEP resources. 

Promam Analpsis/Issues. The Company initidly proposed to leave some elements of 
school-based energy efficiency education, such as the Insulation Station and the Energy Patrol, 
with the current Education and Outreach program. TEP is now proposing to consolidate the 
school-based energy education activities within the IC-12 subprogram. 

The Company’s current proposal is reasonable. Consolidation of school-based energy 
efficiency education within the K-12 subprogram is likely to improve efficiency, limit 
duplication of administration effort and expenditure, and reduce confusion between the proposed 
K- 12 subprogram and the existing Education and Outreach Program. 

Cost-Effectiveness. Cost-effectiveness for measures associated with the proposed new 
Behavioral Comprehensive subprograms are listed in the table below. For the K-12 Education 
and Community Education Program, cost-effectiveness of the associated measures was 
calculated based on the entire kit. 

Subprogram Measures Benefit-cost Ratios 

K- 12 Education CFLs, Faucet Aerator, LED nightlight, 3 .O 

Community Education CFLs, Showerhead, Faucet Aerator, 1.57 

Direct Canvassing CFLs 2.8 

Refiigerator thermometer 

LED nightlight, Refrigerator 
I thermometer 

CFL Giveaway I CFLs (18 Watt/23 Watt) 1.9912.7 
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Staff Recommendations. 

Staff recommends that the Behavioral Comprehensive program, and all its 
subprograms, be approved. 

R. Residential Enerw Efficiencv Financing; 

Promam Descriotion. TEP was ordered to file an energy efficiency frnancing program in 
Decision No. 72028 (December 10, 2010). TEP is requesting approval for a new Residential 
Energy Efficiency Financing pilot program to provide customers with the capital needed to make 
cost-effective energy efficiency upgrades to their homes. TEP believes that a two-year pilot 
program would allow sufficient time for the Company to evaluate the Program, including 
participation, default rates, and overall value to customers. TEP’s proposed Program elements 
include: 

e 

e 

e 

e 

e 

Loan commitment of $2,000,000 per year for two years; this would provide 
approximately 424 loans per year based on an average $4,722 loan amount; 

Loans available only on energy efficiency measures meeting the Commission- 
required cost effectiveness test; 

Low interest rates provided by a combination of an interest rate buy-down and 
a 10% loan loss reserve account; 

Limited ratepayer exposure to default risk (1 0% of the loan commitment); 

Funding provided through an approved Demand-Side Management (“DSM”) 
surcharge charged to residential customers; 

Affordable residential financing for energy efficient measures; 

Convenient customer access to and repayment of the financing; 

Standard finance product offering for all eligible, approved borrowers; 

Leveraged financing; 

Accurate Truth-in-Lending notifications and billing to customers provided by 
an experienced third party lender; and 

Community involvement in forming and marketing the Program. 



THE COMMISSION 
November 16,201 1 
Page 39 

TEP proposes to increase the DSM surcharge for residential customers by $0.00018 per 
kWh to fund the Program during the two year pilot program. The average annual cost to each 
residential customer would be $1.90. TEP proposes that the DSM Surcharge necessary to fund 
this program be collected only from residential customers, as the loan instruments described are 
restricted to residential customers. 

Budgeting for the Residential and Non-residential sectors is approximately equal, and the 
cost for all of TEP’s energy efficiency programs (including those restricted to Non-residential 
customers) is recovered through a single DSM adjustor surcharge. Establishing a separate DSM 
adjustor for the Residential Financing Program would be unnecessary, inequitable and time- 
consuming. 

Program Objectives and Rationale. TEP believes that the Program’s financing options 
would help cover the costs of energy efficiency measures, would improve customer participation 
in energy efficiency programs and would expand the pool of customers who can afford to 
participate in those programs. Although other vendors offer financing for their own individual 
products, the Program’s comprehensive approach to home energy upgrades cuts across several 
potential products and includes efficiency measures not traditionally financed, such as air and 
duct sealing. 

Prior to designing the Program, TEP developed key objectives for the Company’s 
implementation of a fmancing program. Three objectives stood out from the rest as fundamental 
in order for TEP to provide a financing option: 1) the program design must eliminate the utility 
fiom any Truth-in-Lending Law regulation implications; 2) the program must provide a 
reasonable amount of funds at a reasonable interest rate and with a low initial investment; and 3) 
energy efficiency measures that qualifjr for TEP financing must have met the Commission’s cost 
effectiveness test. 

With these objectives, TEP hired Harcourt Brown Energy and Finance to assist with the 
evaluation, negotiations, and design of the Program. TEP selected a Third Party Financing 
model secured by a combination of a 10 percent loan loss reserve account and an interest rate 
buy-down, both funded fiom the DSM Surcharge, as the best program offering. 

Target Market. The target market for this program is any residential customer in TEP’s 
service territory who owns their home. Financing would be available for installation of approved 
and cost-effective energy efficiency measures. 

Program Eligibility. Eligible properties would include single-family (1 to 4 unit), owner- 
occupied homes. 

Budget. This is a financing program supporting other program efficiency measures. 
Therefore, there are no energy efficiency measures specifically under this program. Nonetheless, 
TEP expects annual costs as follows: 
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Year 1 
Year 2 

RESIDENTIAL ENERGY FINANCING BUDGET TABLE 
Two-Year Pilot 

Available Loans Funding Funding Budget 
$100,000 21 $10,000 $4,000 $142,815 

$2,000,000 424 $200,000 $79,995 $442,645 

Loan Amount 1 Number of I R e s e r v I F K  

Delivery and Marketing Strategy. TEP’s strategy for Program delivery and 
administration is as follows: 

0 Coordination between the Lender and TEP on all fund transfers would be 
managed in-house by a single TEP Program Manager; 

0 The Program Manager would also provide overall management, marketing 
oversight, planning and tracking of customer and contractor participation; and 

0 The Program Manager would coordinate all activities necessary to develop 
application forms and contractor training. 

Key partnering relationships would include Community interest groups; W A C ,  
insulation and air sealing contractors trained in Program procedures; and the Arizona Energy 
Office, Pima Community College, or other industry experts to provide training, education and 
awareness. 

The Program would use contractors initially recruited for the Existing Homes Program, 
encouraging them to promote TEP financing when working with customers. TEP would provide 
an orientation of the Program which would outline Program requirements and contractors 
responsibilities as well as discuss reporting and data collection procedures. Contractors 
interested in participating in the Program must attend the orientation. 

Program Marketing and Communication Strateav. TEP would provide Program 
marketing and customer outreach and awareness through a range of strategies including: 

Promotions on the TEP website about the benefits of purchasing high- 
efficiency equipment and home performance measures; 

Promotion through contractors and through community interest groups; 

0 Providing information through TEP’s customer care center; 
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Developing marketing pieces including brochures and other collateral pieces 
to promote the benefits of qualifying equipment, air sealing and duct sealing, 
and the financing program available to fund those measures; and 

0 Training and seminars for participating trade allies and contractors. 

The advertising campaign would communicate that high-efficiency systems and home 
performance measures would help reduce customer energy bills, provide equal or better comfort 
conditions, and are beneficial for the environment. 

Prowam Analvsis and Issues. TEP originally proposed using the Pennsylvania Treasury 
as the third party lender. Interested parties recommended making further effort to secure third- 
party lenders located in Arizona. TEP has now chosen Vantage West, a local Credit Union 
(“VW”), as the third-party lender with loans leveraged by a loss reserve account as well as the 
possibility of a combination of a 10 percent loan loss reserve account and an interest rate buy- 
down, all funded from the DSM Surcharge. The interest rate buy-down would bring the rate 
from VW’s normal 11.099 percent down to 7.99 percent. 

The Company notes that UNS Gas, Inc. requested a program nearly identical to the one 
requested here for TEP. The UNS Gas program was approved by the Commission in Decision 
No. 72062 (January 6,201 1). 

Cost Effectiveness. There are no direct avoided cost benefits or energy savings from the 
residential financing program, and the total DSM Implementation Plan Cost for TEP would 
increase as a result of offering the Program. However, the indirect benefits and savings are 
measured at the program level where individual energy efficiency measures are included. TEP 
believes, and Staff agrees, that the availability of financing for the Existing Homes Program 
would increase participation, and thus increase the resulting societal benefits and savings 
reported for the Existing Homes Program. 

Staff Recommendations. 

0 Staff recommends approval of the Residential Energy Efficiency Financing 
Program with a two-year pilot as described herein. 

0 Staff recommends that the Commission not approve TEP’s request that the DSM 
Surcharge for the Residential Energy Financing Program be collected only flom 
Residential customers. 

Measurement. Evaluation, and Research. Measurement, Evaluation, Research shall be in 
accordance with the Electric Energy Efficiency Rules, Section R14-2-24 15, including the 
following database activities: 
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I 

0 As part of Program operation, TEP would request the Lender to provide the necessary 
data elements to populate the tracking database and provide periodic reporting and 
data collection. 

TEP would establish systems to collect the data needed to support effective Program 
management, transfer of fimds fiom TEP to the loan loss reserve accounts, reporting, 
and evaluation. 

S. ENERGY CODES ENHANCEMENT PROGRAM 

Prom-am Description. Improved building energy codes are recognized as a simple and 
cost-effective means of achieving energy savings over the lifetime of new construction and 
newly renovated buildings. The TEP Energy Codes Enhancement Program (“ECEP”) seeks to 
overcome barriers to the adoption of improved building codes. 

Budget. TEP requested a budget of $49,335 for the first year (201 1) of the Energy Codes 
Enhancement Program and a budget of $75,490 for 2012. See the TEP Implementation Plan 
Budget Table, herein, which lists the sector, projected costs per category, and total budget for 
each program. 

Promam Objectives and Rationale. The objective of the TEP ECEP is to increase energy 
savings in new construction and renovated buildings, in both the Residential and Commercial 
sectors, by improving compliance with existing building energy codes and supporting updates to 
building codes. 

Delivery and Marketing Stratem. The ECEP would target building committees and city 
councils, as well as building design officials including architects, engineers, contractors and 
builders. TEP Program staff would collaborate with regional and national organizations that 
track market trends and can offer guidance on best practices for energy code adoption and 
enforcement. 

Program support to the target audience may include activities such as: 

0 Classroom, field and “brown bag” training sessions; 

0 Purchasing energy code books for officials that currently lack such resources; 

0 Supporting energy code-related certifications for code officials; 

0 Conducting energy code compliance assessments by 2017 to fulfill American 
Recovery and Reinvestment Act (“ARR4”) requirements to demonstrate 90% 
energy code compliance (may be done in coordination with energy efficiency 
program Measurement, Evaluation and Research (“ME,’) activities); and 
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0 Collaboration with the Southwest Energy Efficiency Project and other 
regional groups to support research on and adoption of building codes and 
equipment standards. 

TEP staff would be responsible for administering the Program. Responsibilities for these 
staff would include planning, coordination and implementation of all Program activities. 

I 

Program marketing would be accomplished through direct outreach to municipal 
officials, participation in building code enhancement committees, cross-marketing with other 
TEP energy efficiency programs and through TEP websites. 

Pronram Analvsisflssues. According to the U.S. Department of Energy’, buildings use 39 
percent of our total energy, two-thirds of our electricity, and one-eighth of our water. In light of 
the increasing cost of energy, building energy efficiency is a key component of sound public 
policy. One reason is that the benefits of more efficient construction often continue for the life 
of the structure, often 30 to 50 years. 

DOE research3 shows that contemporary energy codes could save about 330 Trillion 
BTU by 2030, almost 2 percent of total current residential energy consumption. There would 
also be comparable savings in consumer energy bills, air pollution and greenhouse gas 
emissions. As is discussed below, however, Arizona is a “home rule” state with no mandatory 
state-wide energy efficiency building code. 

Although many counties and cities within the state have adopted an EE building code, 
some municipalities lack the resources and knowledge to effectively enforce existing building 
codes or implement an energy efficiency-specific code. Many municipal code officials lack the 
resources to stay current on market trends relevant to building codes, especially given current 
economic conditions. In jurisdictions that currently lack any type of building code, public 
officials could benefit from information and assistance in developing and advocating the 
adoption of a building code. 

In addition to the lack of information and resources impacting the development and 
enforcement of building codes at the governmental level, building design and construction 
professionals could likely benefit from additional education and training on code requirements. 

The primary market barriers to achieving maximum energy efficiency from building 
related codes are as follows: 

0 

0 

0 

Lack of knowledge and resources to facilitate compliance with existing codes, 
Inconsistency in codes across the state, and 
Lack of resources to advocate for adoption of new codes. 

* U.S. Department of Energy website. 
Ibid. 
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Cost-Effectiveness. TEP has not prc ided n stimate of energy savings from 
implementation of the Energy Codes Enhancement Program. Rather, development of tracking 
metrics and deemed savings methodologies form an integral part of the Program. Energy 
savings from the Program would be determined upon completion of the Measurement, 
Evaluation and Research phase of the Program. 

Staff Recommendations. Advocacy of energy codes is an appropriate component of 
TEP’s 2012 Energy Efficiency Implementation Plan, given the high potential for long-term 
energy savings. Therefore, Staff recommends approval of TEP’ s Energy Codes Enhancement 
Program, subject to implementation of the MER and Reporting protocols stated herein. 

T. Education and Outreach 

Promam Description. The Education and Outreach (“E&Oy’) Program is an existing 
program approved in Decision No. 70402 (July 3, 2008). TEP is requesting budget approval to 
continue this program, which is being modified through the transfer of its school-based energy 
education components and its on-line audit function to subprograms of the Behavioral 
Comprehensive Program. 

The revised E&O Program would be responsible for overall marketing and general 
consumer education. In order to reflect this change in focus, TEP is proposing to rename the 
E&O Program as the Consumer Education and Outreach (“CEO”) Program. 

With the school-based energy education activities and measures and the on-line audit 
function moved into the Behavioral Comprehensive Program, the CEO Program would market 
TEP’s energy efficiency and renewable programs4, including Time of Use (“TOW) rates: 

Develop brochures and communication materials that showcase all available EE 
and Renewable Programs, 

Develop and maintain communication materials related to general energy saving 
information, 

Provide labor and materials to staff trade shows and community events, 

Develop and maintain web content to educate consumers on energy use and 
TOU rate choices, and 

Cross communication of EE Programs and general energy saving information. 

Marketing materials for TEP energy efficiency programs include information concerning TEP’s renewable 
programs, providing an added benefit fiom the funding used to market energy efficiency. 
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Program Objectives and Rationale. The E&O Program is intended to increase 
participation in the Company’s other DSMEE programs and intended to promote conservation 
by customers. 

Cost-effectiveness. The CEO Program markets the entire TEP portfolio, promotes 
conservation generally and educates customers about TOU rates. It does not produce direct 
savings. The 2012 budget, with the school-based energy education and on-line audit function 
removed, would be approximately $194,000, or less than 1 percent of the total Implementation 
Plan budget for 20 12. 

Staff Recommendation. 

Staff recommends that the Education and Outreach (or Consumer Education 
and Outreach) Program be approved for continuation, with the modifications 
proposed. 

U. Program Development, Analvsis And ReDorting Software (“Program Develo~ment”) 

Description. This budget item provides program support and covers costs relating to the 
Implementation Plan as a whole, including program design, database design and development, 
and technical support. Included in this budget item are the resources necessary for meeting 
reporting requirements under the Electric Energy Efficiency Rates. 

Objectives and Rationale. Program Development includes: 

Incremental cost studies, 

Measure and program research and benefit-cost analysis, 

Codes and Standards research and analysis, 

Education and training on new technologies, 

Program design, development and analysis, and 

Software for tracking and reporting to remain in compliance with the Electric 
Energy Efficiency Rules. 

Cost-Effectiveness. Program Development costs are associated with administering the 
Implementation Plan as a whole. These costs are not attributable to one energy efficiency 
program or measure, but are required to facilitate the energy efficiency goals for all programs 
and measures. Cost-effectiveness, as such, can not be assessed for this budget item, but the 
Program Development costs should represent a limited portion of the total budget. 
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Projected Program Development costs for 201 1 equal approximately 3.47 percent of the 
total Implementation Plan budget, declining to approximately 2.62 percent in 2012. (In 
comparison, incentives represent, respectively, approximately 5 1 percent and 54 percent of the 
201 1 and 2012 budgets. ) 

Staff Recommendation. Staff recommends that the budget amounts allocated to program 
development, analysis and reporting software costs be included in the budget as shown in the 
application. 

V. MEASUREMENT, EVALUATION AND RESEARCH; REPORTING: ALL 
PROGRAMS 

Measurement, Evaluation, and Research. At a minimum, Measurement, Evaluation, and 
Research (“MER’) shall be done in accordance with the Electric Energy Efficiency Rules, 
Section R14-2-2415. 

Reporting. At a minimum, Reporting shall be done in accordance with the Electric 
Energy Efficiency Rules, Section R14-2-2415. 

W. BUDGET FLEXIBILITY 

TEP has requested the ability to shift up to 25 percent of its approved funds from 
Residential to Commercial sector programs, or fiom Commercial to Residential sector programs, 
based on program activity. The Company has also requested that it be allowed to increase the 
total budget for the energy efficiency programs by up to 25 percent, where cost-effective. The 
Company states that this type of flexibility maximizes participation in successful programs and 
allows it to continue accepting applications fkom customers in cases where an individual 
program may be over-subscribed. 

Shifting of Funds. Funding for the Residential and Commercial sectors is approximately 
equal under the proposed Implementation Plan budgets for 201 1 and 2012. (The Home Energy 
Reports subprogram targets Residential customers and its budget should be considered part of 
the funding for the Residential sector.) While the Commission has allowed utilities to shift 
energy efficiency program funding among programs or measures within the Residential sector, 
or among program or measures within the Commercial sector, recent practice has been to limit 
shifting fiom sector to sector, to ensure that both Residential and Commercial customers both 
have a reasonable opportunity to participate in energy efficiency programs. Allowing funding 
shifts among programs or measures within a sector allows a reasonable degree of flexibility 
without the potential impact to the equitable access to participation in energy efficiency 
programs by Residential and Commercial customers. 

Increase to Total Budget. With a projected budget for 2012 of $24.7 million, and the 
flexibility of up to 25 percent proposed by TEP could result in an increase of over $6 million, 
depending on customer participation and actual costs. Although actual spending may be either 
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the level projected for the Implementation Plan, and the Company should be allowed some 
flexibility to accommodate unanticipated levels of customer participation, the 25 percent level 
proposed by TEP is excessive. Allowing an increase of up to 5 percent would provide TEP with 
flexibility in responding to higher-than-anticipated customer participation, but would better limit 
potential costs. 

Staff Recommendations. 

0 Staff recommends that the Company be allowed to shift funding fiom measure to 
measure, or from less active to more active programs, for up to 25% of the budget 
originally allocated to the less active program. Budget shifting may only be done 
within, and not between, the Residential and Non-Residential program sectors. 

0 Staf€ recommends that the Company be allowed to increase the overall 
Implementation Plan budget by up to 5 percent, if the increases are allocated to 
Commission-approved cost-effective measures and programs. 

X. DEMAND-SIDE MANAGEMENT SURCHARGE (“DSMS”) 

In TEP’s Application, as updated on August 22,201 1, TEP is requesting recovery of the 
following costs through the DSMS: (i) DSM program costs, including $13.4 million from the 
period through 2011 (DSM costs minus the amount recovered through the existing DSM 
adjustor) and $24.7 million in spending projected for 2012 ; (ii) the DSM Performance Incentive, 
in the amount of $16 million; and (iii) the Company’s proposed Authorized Revenue 
Requirement True-up (“ARRT”) Mechanism, in the amount of $17 million. 

DSM promam costs. The DSMS should include recovery for the projected cost of the 
TEP’s Implementation Plan, and should reflect any actions taken by the Commission with 
respect to the Implementation Plan. TEP states that the budget proposed for the program is 
designed to provide approximately 7 percent more in savings than is required in order to meet the 
2012 incremental savings goal. Although the budget could be reduced by 7 percent to more 
closely match the spending required to meet the 2012 goal, such a reduction would also eliminate 
any margin for error in meeting that goal. 

DSM Performance Incentive. Currently, the performance incentive is based on 10% of 
the net benefits fiom the DSM portfolio, excluding the LIW, E&O and Direct Load Control 
Programs, with a cap based on 10 percent of DSM spending. The Company proposes to modify 
the spending cap to a hard dollar cap based on a percentage of net benefits (up to 10%). TEP 
also proposes to apply the gross revenue conversion factor from the last rate case (1.66) to the 
performance incentive, in order to arrive at a “pre-tax” level for the incentive. 

The structure of TEP’s current performance incentive, which is recovered through the 
DSM adjustor, was approved by the Commission in TEP’s last rate case, in Decision No. 70628. 
The benefit-based cap and conversion factor proposed by TEP for the Performance Incentive 
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would significantly alter the type and level of cost recovered through the DSM adjustor. 
Although the DSM adjustor rate may be reset annually to reflect fluctuations in costs already 
approved for recovery (such as program costs that vary according to participation levels), it is not 
appropriate for a reset outside a rate case to include major changes to the type or level of costs 
recovered through the DSM adjustor. Changes to the adjustor, including changes to how the 
Performance Incentive is calculated, should be made within a rate case. 

ARRT. The ARRT Mechanism proposed by TEP is designed to recover revenue lost due 
to implementation of the EE Standard. Recovery of net lost revenue can only be addressed 
during a rate case. The ARRT Mechanism may be addressed in TEP’s next rate case, if TEP so 
requests, and if TEP documents its request in the rate application. 

TEP requested that, if the ARRT is not approved, the Commission grant TEP a waiver of 
the energy efficiency Rules until the ARRT or another “adequate” remedy is in place. Staff 
recommends that no waiver of the energy efficiency rules be granted to TEP at this time. 

DSMS Reset Level. The current DSMS is $0.001249 per kWh. TEP has requested to 
increase the DSMS to $0.006343 per kwh, based on its proposals, as discussed herein. Based on 
the analysis indicated above, including the need to exclude the ARRT and to retain the existing 
method for calculating the Performance Incentive, Staff recommends a DSMS of $0.0038 12 per 
kWh. The impacts, based on average Residential usage, are shown in the table below: 

Residential 1 kWhl ‘ I Curent 
Current 
Bill 

I TEP 1 :Eosed -BfSlt ProDosed Proposed DSMS 
Usage month DSMSkWh Impacffmonth DSMS/kWh Impacffmonth DSMS/kWh 
Summer 
Average 1,100 $0.001249 $1.37 $0.006343 $6.98 $0.003812 
Winter 
Average 680 $0.001249 $0.85 $0.006343 $4.31 $0.003812 
Annual 
Average 880 $0.001249 $1.10 $0.006343 $5.58 $0.003812 

Staff 
Proposed 

Irn actlmonth 

Recommendations. Recommendations regarding the DSMS are listed below: 

0 Staff recommends that the DSMS include: (i) the program spending approved 
by this Commission decision; and (ii) the Performance Incentive, as calculated 
in the manner set in the last rate case. 

Staff also recommends that calculation of the DSMS take into account the 
current DSM balance, but not include the Company’s proposed ARRT at this 
time. 

Staff recommends that the DSMS be reset to $0.003812 per kWh. 
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Adjustor Reset and ReportinP Requirements. The Company requested that the current 
April 1 surcharge filing requirement and semi-annual DSM reporting (March 1 and September 1) 
requirements be superseded by the reporting requirements of A.A.C. R14-2-2409. TEP plans to 
file for an adjustor rate reset annually, as part of its Implementation Plan filings, beginning in 
June 2012, with the actual reset to take effect in January 2012. 

0 Staff recommends that the current surcharge filing and DSM reporting 
requirement be superseded by the reporting requirements of A.A.C. R14-2- 
2409. 

0 Staff also recommends that, in any year during which the Company does not file 
an Implementation Plan, or does not address the DSM adjustor reset within its 
Implementation Plan, an adjustor reset application should be filed separately, no 
later than April 1. 

Y. CALCULATING COST-EFFECTIVENESS 

Staff recommends that, in all future DSM Implementation Plans, the Company use the 
same input values and methodology as Staff for calculating the present value benefits and costs 
to determine benefit-cost ratios. 

Y .  SUMMARY OF RECOMMENDATIONS 

Staff has made the following recommendations: 

Overall 

0 

0 

0 

0 

In cases where a measure is not approved, the funding associated with that 
measure should be used to fund cost-effective measures within the same 
program, if possible. 

The Company should have the flexibility to transfer funding among cost- 
effective measures, within each program, to accommodate varying 
participation levels. 

The Company should have the flexibility to move up to 25% of funding from 
program to program within each sector, to accommodate varying participation 
levels. However, funding may not be transferred out of the Low-Income 
Weatherization Program. 

The Company should track federal standards, including those for lighting, to 
ensure that measures promoted by the TEP Implementation Plan offer cost- 
effective savings over and above current baselines. 
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Appliance Recvclinz 

0 The TEP Appliance Recycling Program should be approved and it should 
include both the refrigerator and freezer measures. 

0 The Company should offer a $30 incentive, rather than the $35 incentive 
proposed, but the overall budget for incentives should not be decreased. 

Multi-Familv Housinn Eficiencv 

0 The proposed Multi-Family Program should be approved, with older, less 
efficient and low-income complexes as a primary focus for the Multi-Family 
Program’s activities. 

Efficient Products 

0 The Efficient Products Program should be approved and continue to offer 
CFLs, with the addition of the Variable Speed Pool Pump, Advanced Power 
Strip and Pool Pump Timer measures. 

0 The Residential LED Light measure should not be approved at this time. 

0 The lifespan of CFL measures should be re-evaluated for the Company’s next 
Implementation Plan, and any changes to these assumptions should be 
incorporated into cost-effectiveness and savings calculations for the Eficient 
Products Program. 

Low-Income Weatherization 

0 The Low-Income Weatherization Program should be approved for 
continuation as part of TEP’s Implementation Plan. 

0 TEP should be allowed to tie the eligibility level for the TEP LIW Program to 
the eligibility level set for the federal Low-Income Home Energy Program 
(“LIHEAP”), so that the eligibility levels remain consistent over time. 

Residential New Construction 

0 The Tier 1 measure should be approved for continuation. 

0 The Tier 2 and Tier 3 measures should be discontinued once the Residential 
New Construction Program has met its existing commitments for Tier 2 and 
Tier 3 homes. 
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Existina Homes and Audit Direct Install 

0 The Existing Homes and Audit Direct Install Program should be approved for 
continuance. 

Shade Tree 

The Shade Tree Program should be approved for continuance. 

Residential and Small Commercial Direct Load Control 

0 The Residential and Small Commercial Direct Load Control Program be 
approved to continue. 

0 

Bid for Eficiencv 

0 The TEP Bid for Efficiency Pilot Program should be approved as a two-year 
pilot program as discussed herein. 

0 Individual project incentives under this program should be capped at 60 
percent of the incremental costs of the efficiency measures included in the 
project. 

Re tro-Comm issioning 

0 The TEP Retro-commissioning Program should be approved. 

Schools Facilities 

0 The School Facilities Schools Program should be approved. 

CHp 
The CHP Joint Program should be approved. 

Small Business Direct Install 

0 The Small Business Direct Install Program should be approved to continue, 
with the proposed new measures. 

C&I Comurehensive 

0 The C&I Comprehensive Program should be approved, except for the 
proposed additional measure LED Street and Parking Lights. 
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Commercial Direct Load Control 

0 The C&I Direct Load Control Program should be approved for continuation. 

Commercial New Construction 

0 The Commercial New Construction Program, including the high-performance 
glazing measure, should be approved for a second two-year period. 

0 TEP should implement the recommendations in the “Assessment of Baseline 
Practices for Commercial New Construction” prepared by Navigant 
Consulting, including modification of Program performance thresholds (for 
public buildings) and Program applications to differentiate between public and 
private sector facilities. 

0 Measurement & Evaluation statistics for the Program should be included in 
the DSM reports filed with the Commission. 

0 TEP should continue the Commercial New Construction Program’s outreach 
efforts by targeting building owner, developer and design professional 
organizations, lenders and lender industry associations, and local building 
code officials. 

Information announcing the availability of the Program should occupy a more 
prominent position on the TEP website. 

Behavioral Comprehensive 

0 The Behavioral Comprehensive program, and all its subprograms, should be 
approved. 

0 The Residential Energy Efficiency Financing Program should be approved for 
a two-year pilot as described herein. 

0 TEP’s request that the DSM Surcharge for the Residential Energy Financing 
Program be collected only from Residential customers should not be 
approved. 
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Enerm Codes Enhancement 

0 TEP’s Energy Codes Enhancement Program should be approved, subject to 
implementation of the MER and Reporting protocols stated herein. 

Education and Outreach 

The Education and Outreach (or Consumer Education and Outreach) Program 
should be approved for continuation, with the modifications proposed. 

Program Development 

0 The budget amounts allocated to program development, analysis and reporting 
software costs should be included in the budget be approved, as shown in the 
application. 

Budget Flexibilitv 

e 

DSMS 

0 

0 

e 

The Company should be allowed to shift funding from measure to measure, or 
from less active to more active programs, for up to 25 percent of the budget 
originally allocated to the less active program. Budget shifting should only be 
done within, and not between, the Residential and Non-Residential program 
sectors. 

The Company should be allowed to increase the overall Implementation Plan 
budget by up to 5 percent, if the increases are allocated to cost-effective 
measures and programs. 

The DSMS should include: (i) the program spending approved the 
Commission; and (ii) the Performance Incentive, as calculated in the manner 
set in the last rate case. 

Calculation of the DSMS should take into account the current DSM balance, 
but not include the Company’s proposed ARRT at this time. 

The DSMS should be reset to $0.003812 per kwh. 

Adjust Reset and Revortina Requirements 

0 The current surcharge filing and DSM reporting requirement should be 
superseded by the reporting requirements of A.A.C. R14-2-2409. 
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0 In any year during which the Company does not file an Implementation Plan, or 
does not address the DSM adjustor reset within its Implementation Plan, an 
adjustor reset application should be filed separately, no later than April 1. 

Steven M. Olea 
Director 
Utilities Division 

SMO:JMK:lhm\CHH 

ORIGINATOR: Julie McNeely-Wan 
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N THE MATTER OF THE APPLICATION 
IF TUCSON ELECTRIC POWER 
:OMPANY FOR APPROVAL, OF ITS 201 1 
10 12 ENERGY EFFICIENCY 
MPLEMENTATION PLAN 

DOCKET NO. E-01933A-11-0055 

DECISION NO. 

ORDER 

>pen Meeting 
Iecember 13 and 14,201 1 
’hoenix, Arizona 

3Y THE COMMISSION: 

FINDINGS OF FACT 

1. Tucson Electric Power Company (“TEP” or “the Company”) provides electric service 

within portions of Arizona, pursuant to authority granted by the Arizona Corporation Commission 

:(Commission77). 

2. TEP provides service in the counties of Cochise and Pima. The Company has 

3pproximately 400,000 customers, 365,000 of whom are Residential and 36,000 of whom are 

Commercial or Industrial, along with a small number of Mining, Public Street and Highway 

lighting and Resale customers. 

lmdementation Filing 

3. On January 31, 2011, TEP filed its application for approval of the Company’s 

Energy Efficiency Implementation Plan for 201 1-2012 (“Implementation Plan”). On August 22 

201 1, the Company filed updated information concerning several elements of the original filing 

including the Residential Financing Program, the budgets, Implementation Plan savings, thr 
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Iuthorized Revenue Requirement True-up (‘‘ARRT.’’) and the Demand-side Management- 

“DSM’) Adjustor. 

4. The Implementation Plan and updated filing address the following issues and 

:ompany proposals: 

1. 

.. 
11. 

iii. 

iv. 

TEP Portfolio of Programs for 201 1-2012. The existing and proposed DSM 
programs and measures proposed for the Company’s DSM through the 2012 
program year; 

DSM Performance Incentive. TEP is proposing a performance incentive of 
$16.4 million for two years, based on a modification of the performance 
incentive structure. 

Authorized Revenue Requirement True-up rARRT’7 Mechanism. The ARRT 
Mechanism is intended to recover the revenue requirements associated with 
energy efficiency kwh savings until approval of decoupling or a similar 
mechanism in the Company’s next rate case. TEP has proposed an updated 
ARRT of $16.7 million over two years; and 

Proposed Demand-Side Management (“DSM”) Surcharge (“‘DSMS ’7. The 
proposed DSMS is the rate, per kwh, at which the Company would recover its 
proposed DSM costs, DSM Performance Incentive, and ARRT. 

?cope and Structure of Proaram Review 

5. Existinn and Prouosed Prorrrams. The TEP Implementation Plan is organized into 

‘our parts: (i) Residential; (ii) Commercial; (iii) Behavioral, and (iv) Support. For purposes of 

.eview, each sector has been addressed in the above order: New (Proposed) and Existing (with 

nodifications proposed) programs and Existing (without modifications proposed). The programs 

mve been reviewed in the order indicated by Program Description Tables 1-4, herein. 

6. Summarized descriptions are provided for existing programs, but the focus of 

3-s review and analysis was new programs, proposed changes to existing programs and new 

mplementation Plan components or enhancements, along with the Company’s proposals regarding 

he ARRT and the methodology for calculating the DSMS. Measures previously determined by 

3tslff to be cost-effective were re-evaluated for cost-effectiveness if current information indicated 

hat re-evaluation was necessary. Information fiom the August 201 1 update has been incorporated 

nto this review. 
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7. TEP Implementation Plan. The tables below list programs by sector, and indicate 

~ 

I 

Bid for Efficiency - Pilot i 

Decision No. 
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Small Business Direct Install Existing, with new 
measures proposed 

C&I Comprehensive Existing, with new 
measures proposed 

Existing, no 
modifications proposed 

Commercial Direct Load Control 

Commercial New Construction Existing, with proposed 
new measure 

1 

2 

3 

4 

5 
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7 
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10 
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Persuade small business customers to install high-efficiency 
equipment at their facilities and encourage contractors to 
promote the Program 
Persuade business customers to install high-efficiency 
equipment at their facilities and encourage contractors to 
provide turn-key installation services to business customers. 
A third-party implementation contractor negotiates load 
reduction agreements with multiple customers and “aggregates” 
these customers to provide TEP a guaranteed load reduction 
upon request 
A re-branding of the Efficient Commercial Building Design 
Program intended to assist customers in designing and 
constructing energy efficient buildings. 
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Behavioral Sector 

Program Name New (Proposed) or Description 

Behavioral Comprehensive 
Existing 
New (Proposed) and 
Existing Components 

A variety of educationalbehavioral programs, including direct 
canvassing, K-12 education, community education, in home 
energy use monitors and CFL giveaway outreach events. 
Energy reports comparing a customer’s usage to that of their 
neighbors. Reviewed herein as part of the Behavioral 
Comprehensive Program. 

Home Energy Reports Existing, no 
modifications proposed 

Program Name 

Residential Energy Financing 

Energy Codes Enhancement 
Pl-Ogram 

Education and Outreach 

PROGRAM DESCRIPTION - TABLE 4 (SUDDOI-~) 

New (Proposed) or 
Existing 
New (Proposed) 

New (Proposed) 

Existing. On-line 
Energy Audits and 
Academic Education 
components transferred 
to Behavioral 
Comprehensive sector 

Support and Program 
Development 

programs. 
Existing, tracks with 
portfolio program 

Costs for program design, development and resources necessary 
to meet reporting requirements of the EE Standard 

Description 

Low-interest unsecured loans for energy efficiency measures 
installed in existing homes 
Seeks to improve the level of compliance with existing local 
building energy codes and supports the periodic updating of 
these codes. 
Education programs designed to increase participation in the 
TEP Implementation Plan and promote changes in behavior. 

3UDGETS: 2011 and 2012 

8. Below are the proposed budgets for the TEP Implementation Plan, by sector, 

rogram and category for 20 1 1 and 20 12. Although the budgets for two years are included herein, 

he programs will not conclude at the end of those two years but, instead, will continue until 

irrther Commission action. The Implementation Plan budgets were updated in August 201 1, in 

he Notice of Filing Updated Information In Support of [the] 2011-2012 Electric Energy 

3fficiency Implementation Plan. The tables below reflect the updated budgets. 
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Reports $247,500 $85,913 $16,671 $35,211 $15,412 $4Q0,706 
Behavioral 
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9. Proposed costs for the DSM performance incentive and the ARRT are not included 

n this table. 

UPDATED E P  EE IMPLEMENTATION PLAN BUDGET 201 1 TABLE 

*For the Low-Income W e a t h e d o n  Program, payments to the community action agencies responsible for managing and 
implementing the weatherization projects are classified as incentives. 

Although classified as delivery costs by the Company, this budgetary item relates more to overall Implementation 
Plan management than to the delivery of specific programs. 
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I CommercialDirect I I 

2 

I I I 

3 

4 

Load Control 
Small Business 
Direct Install 
Commercial New 

5 

6 

$ 1,452,000 $ 1,259,079 $0 $10,880 $30,000 92,751,959 

$1,753,478 $676,286 $364.465 $14,507 S112,349 $2,921,085 

7 

1 Construction 

8 

$279,310 I $62,676 1 $34,199 1 $14,507 I $15,628 I S406,3 19 

9 

I BidforEfficiencv I 

10 

I I I I 

11 

12 

Percentage 
of Total 
Budget 

13 

program 
Development, 
Analysis and 
Reporting Software $0 $649,145 SO $0 $0 $649,145 

Subtotal $7,9!E $1,430,740 $62,911 $32,641 $17,717 $1,552,004 
TOTAL $13,418,277 S8,122,464 92,052227 $354352 $791,673 $24,739,193 

54% 33% 8 Yo 1% 3 % 100% 
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UPDATED TEP EE IMPLEMENTATION PLAN BUDGET 2012 TABLE 

HomeslAudit Direct 

I I I I I I I I I 

SAVINGS: 2011 AND 2012 

10. TEP reports that the Company anticipates meeting the EE standards for both 201 1 

and 2012. Based on the August 2011 filiig, the Company anticipates total savings of 

approximately 311,146,000 kwh (or 311,126 MWh) for 2011 and 2012. The following table 
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1 

2 

shows TEP’s projected ‘savings by year, and the percentage of cumulative savings, as compared to 

he previous year’s retail sales (2010 retail sales are actual, but 201 1 sales are forecast). 

3 

RESIDENTLAL PROGRAMS 

4 

A. APPLIANCE RECYCLING 

1 1. Promam Description. TEP’s proposed new Appliance Recycliig Program 

(“Appliance Program”) is designed to remove and recycle inefficient working refrigerators and 

freezers. TEP cites national studies indicating that approximately 20% of customers have at least 

one secondary inefficient reliigerator or fi-eezer in their home, suggesting a significant potential for 

energy savings in this sector. The goal is to recycle 5,400 units per year, for 2011-2013. The 

Appliance Program would offer residential customers a $35 incentive, plus free pick-up and 

recycling for working, but inefficient, refrigerators and freezers. 

12. The Appliance Recycling Programpermanently removes inefficient appliances that 

might otherwise remain in service, either at the customer7s home, or elsewhere through donation or 

resale. In addition, the recycling program removes the usual barriers to taking these appliances 

offline by e l i i t i n g  both the cost and the inconvenience associated with disposing of inefficient 

appliances. 

13. Promam Obiectives and Rationale. Second refrigerators and freezers are usually 

older models and are often less efficient and more costly to operate than up-to-date efficiency 

appliances. TEP estimates an average monthly dollar savings of $8.47 for re&gerators and $6.55 

for freezers for its customers. Savings can go higher. For example, the TEP Green Energy site 

estimates that a standard, non-Energy Star side-by-side standard refrigerator (15 to 20 years old), 
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uses an average of 190 kwh per month and costs $17.10 to operate, while the comparable Energy 

Star refiigerator uses 44 kWh per month and costs $3.96. The Energy Star site notes that replacing 

a refrigerator fiom the 1970s can save more than $200 per year, while replacing a refrigerator fiom 

the 1980s can save over $100 per year. Another consideration is that the existing inefficiencies of 

Ader refiigerators and fieezers may be magnified by storage in garages or on porches, causing 

them to expend more power in order to keep their contents cool, and making them even more 

:ostly for consumers to operate. 

14. Elipibilitv. The Program is open to TEP residential customers with operable 

inefficient refrigerators or freezers of between 10 and 30 cubic feet in size. Households are limited 

to two recycling rebates per year. 

15. Budget. See TEP EE Implementation Plan Budget Table, herein, which lists the 

sector, projected costs per category, and total budget for each program. 

16. Delivery and Marketing Strategy. The Appliance Program would utilize an 

experienced appliance recycling contractor, JACO, to: (i) market the program; (ii) verify 

customer’s eligibility; (iii) process incentives; (iv) pick up eligible appliances; and (v) responsibly 

recycle the appliances. 

17. The TEP application emphasizes that prompt processing of incentive payments is 

essential to customer satisfaction. 

18. Program Analvsisflssues. The JACO recycling facility in Phoenix will recycle all 

the appliances picked up fiom the TEP service territory. JACO was chosen because the company 

has a recycling center in Phoenix capable of meeting the TEP Appliance Recycling Program’s 

needs. (It would not be cost-effective for JACO to set up a facility in the TEP territory, because 

JACO would require at least 10,000 units per year for three years to cover the estimated $250,000 

in construction costs.) JACO will set up a local office and storage facility for the TEP area, and 

will store appliances locally until they can be transported in quantity, in order to minimize 

shipping costs. 

19. JACO’s website states that it completely deconstructs each unit and safely disposes 

of toxins and ozone-depleting chlorofluorocarbon gases (CFC-11). JACO ensures that over 95% 
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If the components and materials are recycled or “eliminated in an environmentally responsible 

way.” 

20. Cost-Effectiveness. Based on Staffs analysis, the refrigerator measure has a 

)enefit-cost ratio of 2.91 and the freezer measure has a benefit-cost ratio of 2.21, making both 

rimes cost-effective. 

2 1. Staff Recommendation. Staff has recommended that the TEP Appliance Recycling 

’rogam be approved and that it include both the refrigerator and freezer measures. 

22. Staff has also recommended that the Company offer a $30 incentive, rather than the 

;35 incentive proposed, but that the overall budget for incentives not be decreased. A $30 

ncentive would be consistent with the incentives offered under the Arizona Public Service 

Jompany (“APS”) and the Salt River Project (“SRP”) appliance program, and would allow more 

E P  customers to participate, potentially removing more inefficient appliances from the grid. 

The proposed total incentive budget is $189,000. A per-unit incentive of $35 would allow 5,400 

E P  customers to participate, wMe an incentive of $30 would allow 6,300 to participate.) 

23. Staff has also recommended that the Appliance Recycling Program be expanded to 

d u d e  non-residential customers with extra working refiigerators or freezers eligible for 

ecycling, with the same limit of two appliances per year, per customer. Expanding eligibility to 

ion-residential customers with eligible appliances would provide more TEP customers, 

prticularly small businesses, with an opportunity to participate in the Appliance Recycling 

Program. Such expanded eligibility potentially enhances participation levels and could help to get 

dditional inefficient appliances permanently off the grid. 

B. Multi-Family Housing Efficiency Program 

24. Prowam Description. The proposed new Multi-Family Housing Efficiency 

Program (“Multi-Family Program”) would promote energy efficiency in the residential multi- 

family sector, to properties with five or more Units. The Multi-Family Program is designed to 

overcome barriers typical to the multi-family housing market, which has limited participation in 

energy efficiency programs. 

... 
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25. The Multi-Family Program would offer property owners and managers the 

Following options: (i) direct installation of CFLs, low-flow showerheads and faucet aerators; and 

:ii) improvements to common areas handled by the Small Business Direct Install Existing 

’acilities (“SBDIEF”) Program. Once the Multi-Family Program has ramped up and matured, 

E P  will look into developing a third track for existing complexes that are not part of a major 

.enovation or rehabilitation. If cost-effective, and if approved by the Commission, this third track 

xould focus on improvements to the building shell, including insulation and air sealing. 

26. Obiectives and Rationale. Multi-family housing offers large potential savings 

hrough economies of scale, but this has been a difficult sector to reach, in part because owners 

nay not directly benefit from improving energy efficiency. By reducing key market barriers and 

:argeting key decision makers, the Multi-Family Program may produce energy savings in this 

mder-addressed market segment. 

27. The objectives of the Multi-Family Program are to: 

0 Reduce peak demand and overall energy consumption in the multifamily housing 
market segment; 

0 Promote energy efficiency retrofits of both dwelling units and common areas in 
this market segment; 

0 Increase overall awareness about the importance and benefits of energy efficiency 
improvements to the landlord and property ownership community; and 

0 Help meet the energy savings targets of the TEP DSM Implementation Plan. 

28. Budget. See TEP EE Implementation Plan Budget Table, herein, which lists the 

sector, projected costs per category, and total budget for each program. 

29. Delivery and Marketing Strategy. Delivery of the direct installation, rehabilitation 

md new construction components of the Program will be handled by an implementation 

:ontractor. 

30. Marketing and communications strategies will include website updates, local 

iewspapers and radio, bill messages and bill inserts, training seminars, call center on-hold 

nessages, direct mail promotion, outreach to rental housing industry associations, and work with 
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xmtractors and industry specialists. A primary emphasis will be placed on larger, older, and less 

:fficient complexes. 

31. Program Analysis/Issues. Barriers to energy efficiency programs in the multi- 

Bmily market segment include: (i) split incentives, (ii) lack of capital, and (iii) lack of information 

ibout energy efficiency improvements. These barriers are described in more detail, below. 

32. Sdit Incentives. “Split incentives” describes the problem that arises in promoting 

:nergy efficiency in rental units. The builders who construct rental properties, and the owners who 

would be responsible for upgrades, do not usually pay the energy bills. Consequently, builders and 

iwners do not directly benefit from the lower energy costs that arise from investing in efficiency 

neasures, reducing or eliminating their incentive to participate in energy efficiency programs. At 

he same time, the renters who would benefit from lower energy bills have no direct influence over 

iriginal construction and, with respect to renovations or retrofits, may not have the authority, the 

ncentive or the means to invest in energy efficiency for housing they do not own. 

33. Lack of Capital and Awareness. Other problems can include a lack of capital for 

mprovements and a lack of awareness about energy efficiency. The Multi-Family Program would 

ddress both through direct installation of low cost energy efficiency improvement in existing 

xmplexes and through energy efficiency improvements to common areas through the Small 

Business Direct Install Existing Facilities Program. 

34. Commercial Versus Residential Multi-Family Housing. Another issue is that 

swnership and decision-making tends to vary for multi-family housing, depending on the number 

of units. Properties With 2-4 dwelling units typically fall under residential financing guidelines 

and, for these smaller properties, the decision-makers are usually individuals. Larger properties 

with 5 dwelling units or more typically fdl under commercial lending guidelines and decision- 

makers (at least for larger complexes) are typically corporate, institutional, or trusts (e.g., Real 

Estate Investment Trusts). As such, the decision-making process and access to capital varies 

between these two market segments. With this distinction in mind, the Company believes that the 

2-4 unit market segment can be best served by the Residential Existing Home and Audit Direct 

. - .  
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Install Program, while the 5+ Multifamily Housing market segment would be served by the 

proposed Multifamily Program. 

35. Cost-Effectiveness. Based on Staff's analysis, the benefit-cost ratio for each of the 

three proposed direct install measures is approximately 2.1, making all three measures cost- 

effective. 

36. As noted elsewhere, improvements to common areas will be a part of the Small 

Costs and savings associated with the Business Direct htal l  Existing Facilities Program. 

common area improvements will, accordingly, be tracked as a part of that program. 

37. Staff Recommendation. Staff has recommended that the proposed Multi-Family 

Program be approved, but that older, less efficient and low-income complexes be a primary focus 

for the Multi-Family Program's activities. 

RESIDENTIAL EXISTRVG PROGRAMS W T H  PROPOSED MODIFICATIONS1 

C. Eficient Products 

38. Program Description. This is an existing Residential program previously approved 

by the Commission in Decision No. 70383 (June 13, 2010), with proposed new measures. The 

Efficient Products Program (formerly called the CFL Buy-Down Program) would promote the 

purchase of energy efficient retail products through in-store buy-down promotions. In addition to 

the existing CFL measure, four new measures are proposed for the Efficient Products Program, 

beginning in 2012. The measures and proposed incentives are as follows: (i) Variable Speed Pool 

Pump ($200 per unit); (ii) Pool Pump Timer ($75 per unit); (iii) Residential LED light ($30 per 

bulb) and (iv) Advanced Power Strips ($10 per sensor). CFL incentives vary by type of CFL, but 

the average is $1.14 per unit. 

39. Promam Objectives and Rationale. The new measures will offer residential 

customers additional opportunities to increase energy efficiency. The Efficient Products Program 

promotes market transformation through retail partnerships, training for retail staff, and increased 

stocking and selection of efficient retail products. 

40. Budget. See 'IEP EE Implementation Plan Budget Table, herein, which lists the 

sector, projected costs per category, and total budget for each program. 
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41. Deliverv and Marketing. TEP is not proposing any significant changes in 

mplementation approach or delivery strategy, except for the addition of new measures starting in 

1012. Delivery channels for the new measures will continue to be via a combination of both buy- 

lowns and possible mail-in rebates with participating retailers. Program marketing is primarily 

hrough mass-market channels (e.g., radio, newspaper, website, etc.) and through education and 

raining of participating retailers. 

42. Prouam AnalvsisAssues. While there are reports questioning the life expectancy of 

ZFLs in practice, there is currently very little actual study data on the lifespan of CFLs. 

Verification testing requires only that eight out of ten units operate for 40% of rated life.) 

ksumptions regarding the lifespan of CFL measures should be re-evaluated for the Company's 

text Implementation Plan, and any changes to these assumptions should be incorporated into cost- 

!ffectiveness and savings calculations for the Efficient Products Program. 

43. Cost-Effectiveness. To be cost-effective, an energy efficiency measure should have 

L benefit-cost ratio above 1.0, based on a comparison of avoided costs with costs incurred to 

iurchase and deliver an energy efficiency measure. The existing CFL measure was found to be 

:ost-effective when it was approved, with a 1.6 benefit-cost ratio, and the most recent semi-annual 

ISM filing (for January through June 2011) reported demand and energy savings for 2010 that 

were sigmficantly above projections, indicating a higher than anticipated benefit-cost ratio. 

44. Three of the proposed new measures have benefit-cost ratios above 1.0, while one 

ioes not. The Variable Speed Pool Pump has a benefit-cost ratio of 1.4, the Advanced Power 

Strips have a benefit-cost ratio of 1.8, and the Pool Pump Timer measure has a benefit-cost ratio of 

1.4. The Residential LED light has a benefit-cost ratio of 0.77, well below 1.0. The lower benefit- 

:ost ratio is largely due to energy savings that are low compared to the cost of the measure. 

45. Staff Recommendations. 

0 Staff has recommended that the Efficient Products Program be approved, and 
continue to offer CFLs, with the addition of the Variable Speed Pool Pump, 
Advanced Power Strip and Pool Pump Timer measures. 

0 Staff has also recommended that the Residential LED Light measure not be 
approved at this time, but that the budget associated with Residential LED Light 
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measure be re-allocated to the Efficient Products Program measures approved 
by the Commission. 

Staff has recommended that the lifespan of CFL measures should be re- 
evaluated for the Company’s next Implementation Plan, and any changes to 
these assumptions be incorporated into cost-effectiveness and savings 
calculations for the Efficient Products Program. 

D. Low-Income Weatherization 

46. Program Description. The Low-Income Weatherization (“LIW) Program is an 

:xisting program designed to conserve energy and lower utility bills for TEP households with 

.imited incomes. The primary god of the LIW Program is to fund weatherization for low-income 

iomes, to reduce energy costs and improve comfort and safety for low-income customers. The 

LIW Program also conserves energy, and reduces both electric and gas consumption. 

47. Proexam Objectives and Rationale. The objective of the Program is to coordinate 

with the Arizona Energy Office (now the Governor’s Office of Energy Policy (“OEP”)) to follow 

state Weatherization Assistance Program rules in using TEP ratepayer funds to lower household 

Energy consumption for low-income customers and increase the number of weatherized homes. 

48. Budnet. See TEP EE Implementation Plan Budget Table, herein, which lists the 

sector, projected costs per category, and total budget for each program. 

49. Delivew and Marketing Strategy. The Program is delivered through the Tucson 

Urban League (“TUL”) and Pima County Community Services (“PCCSy’). Due to the popularity 

of the Program, revenues are not allocated to advertising and promotion. Promotion takes place 

through presentations to community organizations, through information lefi at community and 

recreation centers, and through calls directed fiom TEP. ‘TEP also promotes the Program on its 

website and through speaking engagements and outreach presentations. 

50. Promam Analvsidssues. TEP is proposing to tie the eligibility level for the TEP 

LIW Program to the eligibility level set for the federal Low-Income Home Energy Program 

(“LIHEAP”). Currently, eligibility for the TEP LIW Program is set at 150 percent of the federal 

poverty level, while the federal LIHEAP eligibility level is set at 200 percent. Increasing the TEP 

LIW eligibility level would allow the Program to serve more customers, and tracking the TEP 
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eve1 with’the level set by LIHEAP (whether increasing or decreasing) would streamline the 

idministrative process for community action agencies delivering the Program. 

51. Cost-Effectiveness. The benefit-cost ratio for the Low-Income Weatherization 

Program is 1.03, slightly above the level required for cost-effectiveness. 

52. Staff Recommendation. The Low-Income Weatherization Program enhances the 

:nergy efficiency of low-income Residential household on a cost-effective basis, reducing utility 

:osts and improving the health and safety for low-income customers. 

0 Staff has recommended that the Low-Income Weatherization Program be approved 
far continuation as part of TEP’s Implementation Plan, 

0 Staff has also recommended that TEP be allowed to tie the eligibility level for the 
TEP LIW Program to the eligibility level set for the federal Low-Income Home 
Energy Program (“LIHEiAF’”), so that the eligibility levels remain consistent over 
time. 

E. Residential New Construction 

53. Promam Description. The Residential New Construction Program, also known as 

he Zero Net Energy Homes Program, is a continuation of the existing program design that was 

approved by Decision No. 71638 (April 14,2010). The Residential New Construction Program is 

designed with an incentive schedule that awards larger incentives for more efficient homes. The 

incentive schedule for the Residential New Construction Program provides a $400 incentive for 

Zach Tier 1 home, a $1,500 incentive for each Tier 2 home, and a $3,000 incentive for each Tier 3 

home. 

54. To qualify for an incentive, homes must be tested by an approved energy rater, and 

meet one of the three tiers in the Program based on a Home Energy Rating System (“HEW’) 

Index score. On the HERS index scale, a score of 100 is considered the average efficiency of 

baseline new construction, while a HERS index score of 0 represents a home that produces all of 

its energy through on-site generation from renewable energy. In other words, the lower the HERS 

score, the more efficient the home. Under the Residential New Construction Program, Tier 1 

requires a minimum HERS score lower than or equal to 85, Tier 2 requires a HERS score lower 

than, or equal to, 70, and Tier 3 requires a HERS score lower than, or equal to 45. 
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55. Proaram Obiectives and Rationale. The objectives of the Residential New 

Zonstruction Program are to advance energy efficient building practices through builder training, 

md to increase customer awareness of the benefits associated with energy efficient construction, 

:ombined with application of renewable technologies, such as solar photovoltaic and solar hot 

xater systems consistent with achieving the goals of the Arizona Renewable Energy Standard. 

56. Budnet. See TEP EE Implementation Plan Budget Table, herein, which lists the 

rector, projected costs per category, and total budget for each program. 

57. Delivery and MarketinP Strategy. Program delivery is provided by TEP staf€, and 

mticipation of independent RESNET approved home energy raters. TEP provides outreach to 

argeted builders, conducts builder training on marketing ENERGY STAR homes and on the 

ENERGY STAR performance standard, and mentors participating builders and raters. 

58. The Program is marketed to select builders primarily through direct business-to- 

business contacts. The Program is marketed to consumers at home shows, parade of homes, and 

3ther events focused on homebuilding as advertised through mass market and targeted media 

mtlets. 

59. Program halvsis/Issues. In Decision No. 71638, Tier 2 and Tier 3 were added to 

the existing Residential New Construction Program, with monetized carbon values taken into 

account in calculating cost-effectiveness. (TEP included potential costs of complying with carbon 

dioxide (C02) regulation in its benefit-cost calculations.) Without the monetized carbon value, 

rier 2 had a benefit-cost ratio of 0.75, well below the 1.0 benefit-cost ratio required for cost- 

zffectiveness. No benefit-cost analysis of Tier 3 was done because, according to information 

provided by TEP, the only difference between Tier 2 and Tier 3 were the additional costs for solar 

measures. 

60. Staff did not recommend approval of the Zero Net Homes Program, as proposed, 

but found that Tier 2 had a benefit-cost ratio of 1.1, if the Company’s lowest proposed C02 value 

was included. 

61. The Commission approved the Zero-Net Energy Homes Pilot Program in April 

2010, stating “The Commission believes that TEP’s Pilot Program advances the Company’s efforts 
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with regard to energy efficiency and broadens its current program offerings.” The Decision also 

loted that “inclusion of a modest C02 value in determining the proposal’s cost effectiveness is 

ippropriate, particularly for a pilot project and in light of likely Federal action addressing carbon 

within the proposed pilot project timefiame.” 

62. To date, no federal action has taken place which creates a clearly monetized value 

’or the avoided costs of complying with carbon dioxide regulation. Without a monetized value, 

Staff practice has been to assume that the value of avoided emissions, although unknown, is 

greater than zero, and likely to make measures with benefit-cost ratios close to 1 .O cost-effective in 

iractice. 

63. Cost-Effectiveness. Benefit-cost ratios for the three New Residential Construction 

iers were re-evaluated to determine cost-effectiveness based on current information, and taking 

nto account the absence of federal regulations regarding carbon. Staff included gas savings for 

rier 1 and Tier 2 (for duel fuel homes) when calculating updated cost-effectiveness. 

64. Based on the Societal Test, and without monetized carbon values, the benefit-cost 

atio for Tier 1 homes is 1.17, making the Tier 1 measure cost-effective. The benefit-cost ratio for 

I‘ier 2 is 0.88, making Tier 2 too low to be considered cost-effective, even taking into account the 

ion-monetized enviromnental savings. 

65. Staff Recommendation. Staff has recommended that the Tier 1 measure be 

ipproved for continuation, but has recommended that the Tier 2 and Tier 3 measures not be 

sontinued. If the Commission does not approve the Tier 2 and Tier 3 measures, Staff has 

recommended that they be discontinued once the Residential New Construction Program has met 

its existing commitments for Tier 2 and Tier 3 homes. 

F. Existing Homes and Audit Direct Install 

66. Pr0gl.m Description. The Existing Homes and Audit Direct Install (“Existing 

Homes”) Program is an existing program that replaced the former Residential W A C  Program 

(approved by Decision No.72028 in December 10, 2010). No modification of this Program is 

being proposed in the current filing. 

. . .  
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67. The Existing Homes Program is targeted to existing homes in need of energy 

efficiency improvements. The Program has two components, an initial energy audit with direct 

install of CFLs and advanced power strips, followed by identification of actionable, larger scale 

home energy efficiency improvements and referral to local Building Performance Institute (“BPI”) 

certified contractors to implement major home energy improvements such as insulation, air-sealing 

and HVAC. Rebates are paid to contractors for HVAC and thermal envelope measures, with 

incentives ranging from $250 to $1,700 per measure. The current average total incentive per 

participating home is approximately $1,000. TEP plans to submit the Existing Home Program to 

EPA with a request to utilize EPA labeling as Home Performance with ENERGY STAR. 

68. Pronam Objectives and Rationale. The Existing Homes Program achieves energy 

and demand savings fiom the installation of energy efficient measures and contributes toward 

transforming the industry to emphasize best practice building science principles. The Existing 

Homes Program invests in training and mentorship of participating contractors to understand the 

“house as a system” building science and to achieve BPI certification. TEP has included a 

Residential Financing Pilot Program in this Plan for 2011-2012 which will be used to enhance 

participation in this program. 

69. Budtret. See TEP EE Implementation Plan Budget Table, herein, which lists the 

sector, projected costs per category, and total budget for each program. 

70. Deliverv and Marketing Straten. TEP provides program management oversight 

and marketing. A third party implementation contractor will be responsible for recruitment, 

training, and mentorship of participating contractors and trained energy auditors, data tracking, 

rebate processing and technical support. Auditors will provide referrals to BPI certified 

contractors and referral information will be reported to TEP. Measure installation to residential 

customers will be provided by participating independent contractors. In 201 1-2012, program 

delivery will be coordinated with A P S  and Southwest Gas Corporation (“Southwest Gas”) to 

address programming overlap among the utilities. 

71. TEP provides program marketing and customer awareness-building through website 

promotion, community interest groups, mass-market channels (e. g. radio, newspaper, etc.), 
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n-ochures and bill inserts, high bill inquiries, trade ally marketing efforts, contractor enrollment 

md training 

72. Cost-Effectiveness. The enhanced Existing Homes Program was approved in 

Iecember 2010, with a benefit-cost ratio of 1.06, making the Program cost-effective. No 

nodifications of the Program have been proposed, so a re-calculation of cost-effectiveness was not 

iecessary . 

73. Staff Recommendation. Staff has recommended that the Existing Homes and Audit 

Xrect Install Program be approved for continuance. 

2. ShadeTree 

74. Proaam Description. The Shade Tree Program is an ongoing element of the 

mplementation Plan, approved in Decision No. 70455 (August 6,2008). No modifications have 

)een proposed for the Shade Tree Program. The Shade Tree Program promotes energy 

:onservation and environmental benefits by motivating customen to plant desert-adapted trees in 

ocations where the trees will provide shade and reduce W A C  load. TEP customers are allowed 

,o purchase shade trees for $8.00 per tree, if they agree to plant the trees on the east, west, or south 

ides of their homes. 

75. Proaam Obiectives and Rationale. The objectives of the Program are to promote 

the strategic planting of trees to provide shade, thereby reducing the cooling load of homes and 

associated energy usage and to educate school-age children and the public on the conservation and 

environmental benefits of planting trees. 

76. In addition, there are Community and the Schools tree planting projects, but these 

must meet the planting criteria outlined for planting residential trees. 

77. Budnet. See TEP EE Implementation Plan Budget Table, herein, which lists the 

sector, projected costs per category, and total budget for each program. Program funds are 

leveraged with a significant in-kind contribution of labor, material and technical support from 

individuals and the community. 

. . .  

. . .  
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78. Deliverv and Marketinn Strateq. TEP provides DSM funds for the planting of 

trees within the guidelines that provide kwh savings. TEP partners with Trees for Tucson, a local 

non-profit organization that manages and administers the Program. 

79. Due to the popularity of the Program, DSM revenues are not normally allocated for 

advertising and promotion. TEP employees currently inform customers about the Program during 

speaking engagements and outreach presentations. Other efforts entail website promotion, 

newspaper advertising, planting and care brochure, presentations at schools, tree tours, and tree 

:are workshops. 

80. Cost-Effectiveness. In Decision No. 70455, Staff calculated the benefit-cost ratio 

for this Program at 3.14, making it highly cost-effective. No modifications have been proposed for 

this Program. 

81. S M  Recommendation. Staff has recommended that the TEP Shade Tree Program 

be approved for continuance. 

A. Residential and Small Commercial Direct Load Control - Pilot 

82. ProgJam Description. TEP is requesting budget approval to continue this program 

with no additional modifications. The Residential and Small Commercial Direct Load Control 

("DLC") Program was first approved in Decision No. 71846 (August 25, 2010). With the DLC 

Program TEP intends to better manage peak demand and to mitigate system emergencies through 

3irect load control of residential central air-conditioners (CLAP). 

83. The DLC Program will use two-way communication that sends load control signds 

to equipment at the home and provides interval consumption data back to TEP for all participants. 

The two-way communication will allow TEP to provide usage and billing information to 

xstomers via an in-home display or the Internet. 

84. Participants will receive either: (i) a free thermostat that can be programmed 

manually or remotely via the Internet; or (ii) a load control device placed on their air conditioning 

unit. In exchange, customers will permit TEP to cycle AC units or raise thermostat temperature 

settings for a limited number of hours or events per year. It is expected that TEP will 

. . .  
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;all roughly 8 to 10 load control events each year. Customers would have the option to change 

hermostat settings or override cycling strategies during a control event, but could risk penalty if 

hey do so repeatedly. 

85. Program Obiectives and Rationale. The DLC Program pilot is intended to control 

ir conditioners during peak hours as a cost-effective means to reduce peak system load. 

86. Delivery and Marketing Strakgv. The Program’s delivery strategy includes a third 

)arty implementation contractor, Tendril Networks, whose responsibilities include provision of 

oad control equipment and control s o h a r e  that can be used by TEP to call and monitor load 

:ontrol events, training on software and assistance in designing effective load control strategies, 

ecruitment of participants, participant tracking, technology installation, marketing, and call 

:enter/customer satisfaction. 

87. Recruitment is based on specific criteria to ensure participants represent the 

mpulation of eligible customers. Participants are required to have functioning broad band 

:onnection and would receive a $50 incentive. Customers also receive an internet-enabled 

xogrammable thermostat that will be installed by a qualified contractor at no cost to the customer. 

Zesidential recruitment started in June 2011 with an email marketing request for applications. 

W a t i o n  of program devices is underway. 

88. Cost-Effectiveness. As discussed in Decision No. 71846, Staff calculated a benefit- 

30st ratio of 1.39 for the DLC Program. 

89. Staff Recommendation. Staff has recommended continuation of the Residential and 

Small Commercial Direct Load Control Program. 

90. Measurement, Evaluation. and Research. As discussed in Decision No. 71846, TEP 

intends for an independent evaluation contractor to conduct a process evaluation, an impact 

evaluation and a technology assessment. 

Reporting. 

Efficiency Rules, Section R14-2-2409. 

91. Reporting shall be done in accordance with the Electric Energy 

, . .  

Decision No. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24. 

25 

26 

27 

28 

Page 22 Docket No. E-01933A-11-0055 

1. Bid for EEciencv 

92. Program Description. Under TEP’s Bid for Efficiency Program (“BFE Program”), 

xstomers or project sponsors would conceive their own projects and then bid competitively for 

lncentives within broad program guidelines. TEP would then select winning applicants based on 

specified criteria. 

93. BFE Program participants and project sponsors may include commercial customers, 

Energy Service Companies (“ESCOs”) or other aggregators who organize proposals that involve 

nultiple sites. 

94. Promam Obiectives and Rationale. The BFE Program seeks to encourage 

xstorners and project sponsors to think holistically regarding energy systems and to develop 

Jrojects designed to optimize system energy use by encouraging a systems approach to energy 

:fficiency . 

95. The BFE Program would provide an incentive for participants to use multiple EE 

3pproaches at one or several sites simultaneously. The subject Program attempts to address 

xstomer market barriers such as small savings levels at multiple sites, longer payback periods and 

xganizing implementation contractors. 

96. E P ’ s  implementation goals for the Program are as follows: 

Ensure projects are submitted, approved, implemented and verified in a timely 
manner; 

0 Allow each project to be customer-driven; responsibility will be placed on the 
customer (or project sponsor) to select appropriate trade and professional allies 
to design and implement the project and to prepare the incentive application; 
Encourage implementation of multiple measures for comprehensive projects; 
and 

0 

0 Encourage aggregated applications that involve implementation at multiple 
sites. 

97. Budget. TEP requested a budget of $47,469 for the k s t  year (2011) of the BFE 

Program and a budget of $503,092 for 2012. See the TEP Implementation Plan Budget Table, 

herein, which lists the sector, projected costs per category, and total budget for each program. 

... 
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98. Deliverv and Marketing. The BFE Program will focus on market segments with 

igniiicant savings potential, unique load or energy savings characteristics, and those that require 

pecialized delivery or support services. The target market consists primarily of larger customers 

tnd customer groups that may include grocery stores, convenience stores, or data centers, business 

,ectors that have historically been hard to reach. 

99. Elirribilitv. Any entity, customer, or project sponsor may participate if the proposal 

neets the minimum application requirement of 200,000 kwh in savings for the first year. Electric 

oads may be aggregated among multiple facilities to meet the kwh threshold. Eligible project 

iponsors may include, but are not limited to TEP customers, ESCOs and engineering / architecture 

inns. Any third-party project sponsor must submit an application with the consent and support of 

he identified TEP customer. To provide participants with maximum flexibility, the Program will 

lot explicitly specify eligible measures, but, pre- and post-installation metering will be required to 

:nsure that savings estimates are in line with actual savings produced by the projects. All 

iroposed measures must meet the following requirements: 

0 Produce a measurable and verifiable reduction in energy consumption; 

0 Produce savings through an increase in energy efficiency or better utilization of 
energy through improved production equipment or controls; 

0 Be installed in a retrofit application; 

0 Have a usefid life of five years or greater; and 

0 Prove cost effective using the Societal Cost Test (applies to total project 
including all measures). 

100. Examples of eligible measures include, but are not limited to, installation of 

Premium@ efficiency motors, lighting system upgrades, W A C  system improvements, heat 

recovery systems, and energy system control upgrades. Project sponsors are free to propose 

measures, as long as the above requirements are met. TEP anticipates an average incentive of 

$0.15 / kwh, based on multiple measures with varying savings. With average savings of 400,000 

kwh per project, the average incentive would be $60,000. 

101. The following implementation process is proposed for the B E  Program: 
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TEP, and/or its implementation contractor (“IC”), will advertise the BFE 
Program to target customers and trade allies; 

Customers or trade allies will submit bids for its EE projects. 

TEP/IC will evaluate projects and make awards; 

TEP/IC will perform pre-installation metering; 

Customer will implement the proposed project; 

TEP will pay 50 percent of the incentive amount prior to installation; 

TEP/IC will perform post-installation metering; and 

TEP will pay the remaining incentive amount based on the actual M&V energy 
savings (based on first year operation). 

102. TEP proposes to implement the BFE Program as a pilot during 2011 and 2012. 

Pilot results would be evaluated in 20 13. If the market response and measure savings indicate the 

Program is cost-effective, and achieving substantial savings, the Company would include the full 

Program offering in its 2014 DSM Implementation Plan. 

103. Promam Andvsis/Issues. The BFE concept is being used by several other western 

Itilities, including San Diego Gas & Electric in California and Xcel Energy in Colorado. With a 

focus on whole-building efficiency, coupled with the ability of participants to select from a wide 

a g e  of potential efficiency measures, the BFE Program could offer an opportunity to customers 

md project sponsors to design cost-effective energy efficiency projects. 

104. Under TEP’s proposal, 50 percent of the incentive for each project is paid prior to 

neasure installation, with the remaining incentive amount based on the actual energy savings, paid 

xfler the first year of operation. Staff believes this payment sequence offers an important ‘Yrue-up” 

3pportunity that ensures projects receive incentives proportionate to their actual energy efficiency. 

However, Stajf is concerned that there are no limits proposed for the maximum incentive available 

to an individual project. Therefore, Staff recommends that incentives be capped at 60 percent of 

the incremental cost of the efficiency measures utilized in the project. 

. . .  
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105. TEP estimates annual energy savings of 400,000 kwh, and peak demand savings of 

16.53 kW for each of the 10 projects anticipated during the two-year pilot program. Based on 

hese anticipated savings, Staff has determined that d e  BFE Program would have a benefit / cost 

atio of 1.86, indicating that the Program would be cost-effective. 

106. Staff Recommendations 

0 Staff has recommended that the TEP Bid for Efficiency Pilot Program be 
approved as a two-year pilot program as discussed herein. 

0 Staff has further recommended that individual project incentives under this 
program be capped at 60 percent of the incremental costs of the efficiency 
measures included in the project. 

1. RETRO-COMMISSIONING PROGRAM 

107. Pronram Description. TEP’s proposed Retro-Commissioning Program (“RCx 

)rogram”) would identify deficiencies in existing facilities and makes necessary adjustments to 

roduce energy savings and other benefits such as occupant comfort. The proposed new RCx 

)rogram is geared to assist owners of large existing commercial and industrial facilities in 

mproving energy performance. TEP states that improvements made in response to RCx efforts 

ue comparatively inexpensive to implement and typically offer paybacks of less than two years. 

108. The RCx Program would begin with a Screening Energy Audit. Participants then 

xoceed, if eIigible for the RCx Program, through a three part retro-commissioning study: (i) the 

3perations and Maintenance Review Phase (operational procedures and maintenance practices); 

:ii) the Systems Commissioning Phase (performance testing, trending and metering), and (iii) the 

Systems Optimization Phase (hgh performance building operation strategies). 

109. A 2009 study of retro-commissioning by Lawrence Berkley National Laboratories 

noted a median savings of 16 percent of whole building energy costs across 561 projects. 

Documented benefits of RCx programs include, but are not limited to the following: 

Up to 15 percent energy savings 
0 Reduced occupant complaints and improved occupant comfort 
0 Increased equipment life 
0 Increased facility documentation 
0 FacilitystafFtraining 

... 
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110. ProIzram Obiectives and Rationale. The Program would target large facilities which 

have lighting, cooling, and ventilation as their largest energy uses. Large office and retail facilities 

represent the most effective building type for the RCx approach. . 

1 11. Budget. TEP has requested a two-year budget for the RCx Program totaling 

$175,520. Incentives comprise $1 10,000, with program delivery, administration, marketing and 

evaluation costs accounting for the balance of the budget. 

112. Deliverv and Marketing Stratew. TEP would offer an onliie application for 

customers interested in the RCx Program on the TEP website. The screening audit would provide 

the customer with a basic energy audit, identifying basic equipment upgrades and control strategies 

that would result in energy savings for the customer. The audited facilities would also receive 

ENERGY STAR@ Portfolio Manager ratings to benchmark the facility versus similar facilities in 

the area. The energy audit would be provided fiee of charge to all eligible applicants and will be 

used to determine’eligibility for participation in subsequent phases of the RCx Program. The 

Program is designed so that customers can move to progressively higher levels of examination and 

analysis, only after they have implemented measures identified in the Screening Audit, and later, 

the Operations and Management Review phases of the Program. 

113. For selected customers, and subsequent to the Screening Energy Audit, TEP would 

perform an Operations and Maintenance (“O&M”) Review of the subject facility’s energy usage, 

to evaluate operational procedures and maintenance practices related to major equipment. The 

result of this review would be a list of facility improvement measures with estimated cost and 

savings values. Customers would also receive training on O&M best practices and guidance on 

implementing facility improvements. The O&M Review would be provided by TEP at no cost to 

the customer. 

114. For selected customers that implement recommendations idenGfed in the O&M 

Review, TEP would offer Systems Commissioning services. Systems Commissioning services 

utilize advanced performance testing, trending and metering procedures that identifj further 

opportunities for energy system repairs, upgrades and replacements. Measures identified during 

this phase include repairs, upgrades and capital planning that would allow existing systems to 
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iperate within the parameters developed during the O&M review. 

ervices would be paid by the Program. 

Systems Commissioning 

1 15. The final phase of the RCx Program is known as System Optimization. This phase 

)f the Program builds on work completed in prior Program phases by introducing cutting-edge 

)ractices developed for today’s high performance buildings. Services for this phase would be 

brovided by the Program for selected customers who implement recommendations identified 

luring the Systems Commissioning phase of the Program. 

116. Elipjbilitv. The RCx Program will be available to TEP commercial and industrial 

:ustomers with at least one meter on an eligible rate schedule. In addition, the facility must 

:ontain a minimum of 100,000 square feet of conditioned space and have at least one full-time 

acility operatiodmanagement SW. 
117. Promim AnalwMssues. Presently, the lack of knowledge by building operators, 

he lack of qualified workers, and the upfiont costs of the audit and associated equipment 

)ptimhtion are barriers to improving the energy efficiency of commercial and industrial facilities. 

n e  TEP Retro-Commissioning Program intends to overcome these barriers by providing facility 

iwners with the information necessary to identify energy-saving opportunities and manage energy 

:onsumption at their facilities. 

11 8. Cost-Effectiveness. TEP estimates annual energy savings of 200,000 kwh, and 

peak demand savings of 18.26 kW for each of the five projects anticipated through the end of 

2012. Based on these anticipated savings, Staff has determined that the BFE Program would have 

a benefit-cost ratio of 2.38, indicating that the Program would be cost-effective. 

119. Staff Recommendations. StafT has recommended that the TEP Retro- 

commissioning Program be approved. 

K. SCHOOL FACILITIES P R O G U  

120. Proman Description. Schools represent a market segment that has historically been 

underserved. TEP has proposed a School Facilities Program (“Schools Program”) to increase 

participation in energy efficiency retrofits by schools. 
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121. The TEP Schools Program would be open to participation by all existing 

indergarten through twelfth grade school facilities in the TEP service territory, including charter 

chools. The proposed Schools Program would utilize the same delivery method and pay 

icentives for the same energy efficiency measures as are found in the existing TEP C&I 

:omprehensive Program (“C&I Program”), but the Schools Program would only service eligible 

chools. TEP proposes to pay up to 100 percent of the incremental cost of the efficiency measures 

3r the Schools Program, as compared to up to 85 percent for measures in the existing C&I 

‘rogram. 

122. The Schools Program would utilize an upstream market incentive design that 

rovides incentives directly to contractors installing the energy efficiency measures. Specifically, 

ne Schools Program would offer the following products and services: 

0 Educational and promotional pieces designed to assist contractors with the 
marketing of the Schools Program to schools; and 

0 Education and promotional efforts for schools and contractor allies on how the 
Schools Program functions, what energy efficiency technologies are offered, 
what incentives are provided and the benefits of the measures. 

123. The lighting measures included in the Schools Program are: 

0 Retrofit of T12 fluorescent lighting with T8 lighting; 

0 Retrofit of standard T8 lighting to premium T8 lighting; 

0 Retrofit of high intensity discharge lighting with T8 or T5 lighting; 

0 Replacement of incandescent lamps with screw-in compact fluorescent lamps 
‘CFL”) ; 

0 Retrofit of existing incandescent and CFL exit signs with LED or 
electroluminescent exit signs; 

0 Lighting system occupancy sensors; and 

0 Delamping and reduced lighting power density 

124. The HVAC measures included in the Schools Program are: 

I .  
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High efficiency air conditioners and heat pumps (incentives vary by SEER 
rating); 

Programmable thermostats; and 

0 Shade screens and window films to reduce solar he& gain. 

125. The Schools Program would also include variable speed drive motors to optimize 

xformance, vendor miser sensors which turn off or turn down refiigeration and lighting in 

:riding machines when not in use, and smart strips to better control plug loads. Whole building 

stom incentive applications would also be considered where appropriate. Table 1-1 below 

resents a summary of the incentives offered for each measure. 

Table 1-1 
School Facilities Efficiency Incentive Summary 
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I Whole Buildinp I I 
I CustomMeasures I $6,535/customer 

126. Budget. The Program will begin in 2012 with a proposed first-year budget of 

See The TEP Implementation Plan Budget Table, herein, which lists the sector, ;157,941. 

xojected costs per category, and total budget for each program. 

127. Delivery and Marketing. Schools that are interested in the Schools Program would 

ipply for participation using an on-line proposal generation and project tracking system. This 

nternet-based system would provide an analysis of project costs and projected savings. Projects 

hat are selected by TEP based on projected energy savings would utilize contractors to provide 

=-key installation services to schools. Incentives would be paid directly to the contractors. 

128. TEP would assign an in-house program manager to oversee the Schools Program, 

xovide guidance on Schools Program activities and provide a point of contact for schools that are 

nterested in participation, or have questions or concerns regarding the Schools Program. The 

mplementation contractor would be responsible for program administration, application and 

ncentive processing, monitoring activities of installation contractors, participation tracking and 

-eporting, and overall quality control and management of the delivery process. In addition, the 

.mplementation contractor would conduct outreach to contractors, marketing and promotion to 

xhools, and education and training on the benefits and functioning of the Schools Program. 

129. Installation contractors would promote the Schools Program directly to schools, 

xovide turn-key installation services and have access to the Schools Program Internet processing 

system to prepare proposals. 

130. Program Analvsis/Issues. The Schools Program lists a total of 30 individual energy 

:fficiency measures that are eligible for incentives. This program is designed to install multiple 

neasures on a “whole building” basis, where measures tend to complement or reinforce one 

mother and, for this reason, cost-effectiveness is calculated on a per-project basis, where savings 
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md costs from a typical set of project measures are compared. The Schools Program also 

acourages the creative combination of listed measures with other measures that are not on the 

3chools Program’s incentive list by offering a ‘‘custom measures” category. Proposed “custom 

neasures” must demonstrate energy savings and pass the Societal Cost Test. 

131. In order to evaluate the Schools Program at the project level, Staff analyzed a 

Lpical school energy efficiency project that included delamping a portion of the school facility 

md replacing the remaining lighting fixtures with T8 upgrades. In addition, the model project 

d u d e s  data for programmable thermostats, occupancy sensors, energy efficient exit signage, 

vending machine controls and advanced timer power strips.’ By combining these particular 
> 

neasures, and using anticipated savings values for each measure, Staff determined that this 

’typical” school project would cost approximately $2,821 dollars in incentives while saving 

2pproximately 40,956 kwh of energy and 4.13 kW of demand load. 

132. Cost-Effectiveness. Based on these anticipated savings, Staff has determined that 

&e typical School Facilities Program project would have a benefit-cost ratio of 1.71, indicating 

that the Schools Program would be cost-effective. Staff further believes that this ratio is indicative 

of the benefits of similar projects that would be completed under the Schools Program. 

133. Staff Recommendations. Staff has recommended that the School Facilities Program 

be approved. 

L. Combined Heat and Power - Pilot 

134. Promm Description. TEP is requesting budget approval for a new Combined Heat 

and Power (“CHI?”) Pilot Program in 201 1. The TEP CHP Pilot Program is a proposed Joint 

Utility Program to be implemented in cooperation with Southwest Gas. Distributed Generation 

(“DG’) is defined in A.A.C. R14-2-2401 as “the production of electricity on the customer’s side of 

the meter, for use by the customer, through a process such as CHP.” R14-2-2401 goes on to define 

CHP as “combined heat and power, which is using a primary energy source to simultaneously 

produce electrical energy and useful heat.” TEP proposes this program as a pilot to assist in 

developing methods and procedures for future joint utility programs With Southwest Gas or other 

utilities. TEP proposes to providersupport for the existing Southwest Gas DG Program (Decision 
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No. 69917, September 27,2007) by sharing costs for marketing and outreach, training, and design. 

Specifically, TEP would pay up to 10 percent of the design costs for a CHP installation. TEP 

would cooperate with Southwest Gas on marketing and outreach strategy to maximize the effect of 

marketing and outreach expenses. 

135. Promam Objectives and Rationale. The primary goal of the Program is to provide 

support for the existing Southwest Gas DG Program, specifically for CHP projects. TEP states 

that the market potential for CHP is substantial and could contribute significantly to energy 

conservation in Arizona, and could accrue sigmficant societal and customer benefits as well. 

According to TEP, CHP is an affordable, clean, and reliable way to meet a customer’s energy 

needs. With gas used as the primary fuel, the process is far more efficient than electricity or gas 

use alone because the waste heat is used as well. The economics of the CHP system depends on 

effective use of the thermal energy in the exhaust gases. Exhaust gases are primarily used for 

heating the facility and could also be applied to heat recovery steam generators (HRSG) to produce 

additional electric power. 

136. Delivery and Marketing Stratem. Program delivery, incentives, and administration; 

as well as the marketing and communications strategy would be provided by Southwest Gas 

through its DG Program. TEP would assist with marketing and outreach, design assistance, and 

interconnection design expertise. TEP would assign an in-house program manager to coordinate 

joint program delivery with Southwest Gas. 

137. Cost-Effectiveness. TEP’s analysis of this program showed a benefit-cost ratio of 

8.5. Although Staffs analysis indicated a lower benefit-cost ratio of 6.5, it still indicated a cost- 

effective program based upon avoided provision of TEP capacity and energy. 

138. Staff Recommendation. In Staff’s opinion, this program could increase the amount 

of CHP in TEP’s service area, and, due to CHP’s inherent efficiencies, increase the efficiency of 

energy use. Staff has recommended approval of the CHP Pilot Program. 

M. Small Business Direct Install 

139. Promam Descrbtion. TEP is requesting budget approval to continue this program 

and approval of these additional measures: 
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Shade Screens 
Window Films 
Induction Lighthg 
LED Channel Signs 
Outdoor CFL 
Reduced LPD 
T8 to Premium T8 
Premium T8 Lighting 
Beverage Controls 
Snack Ctrls (“vending miser”) 
Refiigerated Display 
Automatic Door Closers 
Refiigerated Display Gaskets 
A d v a n d  Power Strips - Occupancy Sensors 
Advanced Power Strips - Timer Plug Strip 
Advanced Power Strips - Load Sensor 
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140. The Small Business Direct Install Program is an existing program, approved by the 

2ommission in Decision No. 70457 (August 6,2008). The Program offers incentives for a select 

group of retrofit and replace-on-burnout energy efficiency measures in existing facilities. Eligible 

:ustomers include customers who qualify for TEP’s Rate 10 - Small General Service pricing plan 

:typically an aggregate monthly demand of 200 kW or less). The Program offers incentives for the 

d a t i o n  of energy efficiency measures, including lighting equipment and controls, W A C  

zquipment, motors and motor drives, compressed air, and refligeration measures. Incentives for 

lighting measures range from $7 to $65, W A C  measures range from $125 to $675, and 

Refiigeration measures average $127. 

141. Pronram Obiectives and Rationale. The Small Business Direct Install Program is 

designed to address certain barriers to this market segment, including limited investment capital, 

limited awareness of energy cost savings, and required short-term payback. The Program’s 

purpose is to persuade small business customers to install high-efficiency equipment at their 

Facilities and encourage contractors to promote the Program. 

142. Budnet. See TEP EE Implementation Plan Budget Table herein which lists the 

sector, projected costs per category, and total budget for each program. The Small Business Direct 

[nstall Program shows total costs for 201 1-12 of $7.6 million. 
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143. Delivery and Marketing Stratem. The Program is operated as an “up-stream” 

narket program, with incentives offered to prequalified contractors who can provide turn-key 

nstallation services for customers. The intention is to reduce the measure payback to one year or 

ess. The Program also includes consumer and trade ally educational and promotional pieces 

iesigned to provide decision makers in the small business market with the information necessary 

o make informed choices (and increase awareness). 

144. The marketing strategy includes educational seminars tailored to the small business 

narket, major media advertising, website promotion, outreach and presentations at professional 

md community forums, and direct outreach to customers who meet the criteria for the Program. 

145. Cost-Effectiveness. The original Program approved with Decision No. 70457 

;howed an overall benefit-cost ratio of 1.87 and a range of measure benefit-cost ratios ranging 

?om 1.04 to 3.6. In this filing, the new proposed measures range from 1.4 to 10.8 with an overall 

3enefit-cost ratio of 3.4. 

146. StafT Recommendation. Staff recommends approval to continue the Small Business 

Direct Install Program, with the proposed new measures. 

V. Commercial & Industrial (“C&I”) Comprehensive 

147. Prouam Description. TEP is requesting budget approval to continue the C&I 

Zomprehensive Program and approval of additional measures listed below: 

Heat Pump Water Heaters - Tier 1 
CO Sensors 
C02 Sensors 
Cooling Tower Sub cooling 
Economizers 
High Perf Glazing 
PTACPTHP 
Shade Screens 
Window Films 
EMS - Lighting Schedule 
Induction Lighting 
LED Channel Signs 
LED Pedestrian Signals 
LED Traffic Lights 
LED Street and Parking Lights 
Outdoor CFL 
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0 T8 to Premium T8 
0 Green Motor Rewind 
0 Beverage Controls ("vending miser") 
0 Snack Controls ("vending miser") 
0 Efficient Compressors 
0 Efficient Condensers 
0 Floating Head Pressure Controls 

Refiigerated Display Automatic Door Closers 
0 Refiigerated Display Gaskets 
0 Coin Operated Washers - Tier 1 
0 Coin Operated Washers - Tier 2 
0 Advanced Power Strips - Occupancy Sensors 
0 Advanced Power Strips - Timer Plug Strip 
0 Advanced Power Strips - Load Sensor 

148. Incentives for the above measures range from under $2 up to $200, except those for 

hillers and heat pumpdair conditioners. The average incentive for chillers is $13,465. Heat pump 

Ind air conditioning incentives average, respectively, $556 and $575. 

149. The C&I Comprehensive Program is aq existing program, approved by the 

:ommission in Decision No. 70403 (July 3, 2008) under the name of Non-Residential Existing 

3icilities Program. The Program provides prescriptive incentives to large commercial customers 

who are under TEP's Rate 13 and Rate 14 pricing plans (typically an aggregate monthly demand 

:xceeding 200 kw) for the installation of energy-efficiency measures, including lighting 

:quipment and controls, W A C  equipment, motors and motor drives, compressed air and 

refrigeration measures. Prescriptive incentives are offered for a schedule of measures in each of 

these categories. Customers can also propose their own innovative energy efficiency solutions by 

offering a custom energy efficiency measure. The average incentive for custom projects is $4,270. 

Proaam Obiectives and Rationale. The C&I Comprehensive Program is designed 

to address the barriers to tbis market segment, including limited awareness and lack of knowledge 

about the benefits and costs of energy efficiency improvements, performance uncertain9 

associated with energy efficiency projects, and the required short-term payback. The program': 

purpose is to encourage large business customers to install high-efficiency equipment at thei 

facilities and encourage contractors to promote the Program and provide turn-key installati01 

services to small business customers. 

150. 
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15 1. Budvet. The Summary Implementation Plan Implementation Costs for 20 12, Table 

3-1 1 in the filing, shows projected costs by category, and total budget for each program. The C&I 

Comprehensive Program shows total utility cost of $4.28 million and total lifetime net benefits of 

$20 million. 

152. Delivery and Marketing Strategy. The Program is delivered by a third party 

implementation contractor who provides program administration, application review, participation 

tracking and reporting, project quality control, and technical support. In addition to the 

implementation contractor, key partnering relationships and marketing outreach include: the local 

architectural and engineering community, electrical, mechanical and building contractors, 

equipment mandacturers, distributors and vendors, professional and trade service associations, 

and the educational and promotional pieces designed to assist facility operators and decision 

makers with the information necessary to improve the energy efficiency of their facilities. 

153. Cost-Effectiveness. With Decision No. 70403, the Commission approved this 

program's predecessor, the Non-Residential Existing Facilities Program which showed a benefit- 

cost ratio of 2.5 using Staff's methodology. The new measures described in this filing show 

similar cost effectiveness, except for one measure, the LED Street and Parking Lights which both 

TEP and Staff show a benefit-cost ratio less than one. Therefore, Staff does not recommend 

approval of this measure. 

154. Staff Recommendation. Staff recommends approval of the C&I Comprehensive 

Program, except for the proposed additional measure LED Street and Parking Lights. 

0. C&I Direct Load Control 

155. Proa-am Description. The C&I Direct Load Control Program is an existing 

program, approved previously by as the Commercial and Industrial Demand Response Program in 

Decision No. 71787 (July 12,2010). TEP is requesting budget approval to continue this program 

with no additional moucations. 

156. This is a commercial and industrial load curtailment program. Customers are 

compensated with incentives for their participation at negotiated levels that vary depending on 

... 
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nultiple factors including the size of the facility, amount of kW under load control, and the 

iequency with which the resource can be utilized. 

-am Obiectives and Rationale. Commercial and industrial load represents a 

otal of approximately 22 percent of system demand during peak hours in the late afternoon and 

wening during summer months. Modification of controls for chillers, rooftop AC units, lighting, 

Bns, and other end uses is capable of reducing power demand at peak times. In addition, the 

’rogram may be used to support standard benefits of demand-response programs which include 

ivoided firm capacity required to meet reserve requirements, reduced or avoided open-market 

>ewer purchases during periods of high energy prices, and greater grid stability and reduction in 

mtages due to reduced grid demand. 

157. 

158. Deliverv and Marketing Stratem. The Program is delivered on a turnkey basis by a 

hird-party implementation contractor, who negotiates load reduction agreements with multiple 

:ustomers and “aggregate” these customers to provide TEP a confirmed and guaranteed load 

seduction capacity available upon request. The contract between TEP and the demand response 

“DR”) aggregator, EnerNOC, is similar to a power purchase agreement in that EnerNOC is 

ibligated to provide megawatts of load curtailment while maintaining a degree of flexibility in 

iow the curtailments are achieved. Incentives are provided by EnerNOC and customized based on 

I variety of factors, including the amount of load that can be reduced. 

159. Recruitment is targeted to help ensure that customers invited to participate are able 

D provide reliable and significant load control reductions. 

160. Cost Effectiveness. With Decision No. 71787, the Commission approved the 

xiginal Program, showing a Staff-determined benefit-cost ratio of 2.47. Since TEP is making no 

modifications to the Program, it remains a cost-effective program. 

161. Staff Recommendation. Staf3F has recommended approving the C&I Direct Load 

Control Program for continuation. 

P. Commercial New Construction Promam 

162. Backmound. On August 6, 2008, in Decision No. 70459, the Commission 

The Program was Tpproved the Efficient Commercial Building Design Program for TEP. 
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approved on a two-year pilot basis. On July 1, 2010, TEP filed an application for approval to 

continue the Program for an indefinite period. In December, 2010, TEP informed Commission 

Staff that a request for continuation would be contained in TEP’s 2011 Energy Efficiency 

Implementation Plan (“EE Plan”). TEP filed the EE Plan on February 1,201 1, and rebranded the 

Efficient Commercial Building Design Program as the “Commercial New Construction Program.” 

TEP is also proposing one additional measure for this Program, high-performance glazing. 

163. Promam Description. The Commercial New Construction Program is geared 

toward the building owner/developer by incenting the increased use of energy efficiency measures 

during the design phase of a commercial building’s development. Program incentives are based on 

improved building energy efficiency compared to a baseline d e s i a  as determined by a building 

energy simulation program such as the Department of Energy’s eQUEST program. The Building 

Design Incentive is limited to a maximum of $75,000 per project and the Design Assistant 

Incentive is limited to a maximum of $10,000 per design team. 

164. Proeram Objectives and Rationale. Commercial New Construction provides 

incentives to offset the additional design cost of alternative, more energy-efficient designs. The 

Program is performance-based and includes design assistance for the design team, performance- 

based incentives for the building owner/developer, and energy design information resources. 

Design assistance involves efforts to integrate energy efficiency into a customer’s design process 

as early as possible. 

165. In addition to the design incentives and performance-based incentives for the 

building owner/developer, this Program provides technical support services to the design 

community. 

166. Budget. TEP requested a budget of $402,469 for 2011 for the Commercial New 

Construction Program and a budget of $406,319 for 2012. See the TEP Implementation Plan 

Budget Table, herein, which lists the sector, projected costs per category, and total budget for each 

program- 

167. Eligibilitv. All new commercial building projects and major renovations to existing 

buildings in the TEP service territory that receive or will receive electric service from TEP are 
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:ligible to participate in the Program. Major renovation for this purpose would be a substantial or 

ignificant change to an existing structure, such as completely gutting a building and installing 

nsulation, new windows, and new W A C  equipment. 

Delivery and Marketing. TEP will continue to market the Program to building 

mmers, developers and members of the design team. The Program uses a variety of educational 

md promotional pieces to assist building owners and developers with the necessary information to 

mderstand various energy efficiency options, and to encourage them to discuss these options with 

heir design professionals early in the design process. TEP will continue to promote the Program 

h u g h  focused outreach to the building development community. 

168. 

169. Cost Effectiveness. Although the origrnal pilot did not enjoy a high level of 

mticipation due primarily to the poor economic environment, participation has gown 

iramatically during the first half of 201 1. TEP reports a total of ten Program applications that 

ivould produce a total energy savings of 1,635,490 kWh. Based on these estimated savings, Staff 

XIS calculated the benefit-cost ratio for the Program as 2.70. The proposed new measure, high- 

performance glazing, has a calculated benefit-cost ratio of 1.14. 

170. Staff believes that offering incentives and technical guidance during the design 

stage of commercial building projects is an important method of implementing energy efficiency 

measures. Staff further believes that by increasing the visibility of the Program through better 

online marketing and continued use of educational semhars, participation in the Program can be 

further increased. Therefore, Staff has recommended that the Program be approved for 

continuance. 

171. Promam Analysis/Issues. The subject Program is a continuation of the Program 

formerly known as “Efficient Commercial Building Design” that was origmally approved as a 

two-year pilot on August 6,2005, under Decision No. 70459. 

172. The implementation of the original pilot occurred during the start of the current 

economic downturn. The financial environment resulted in a near total halt in loans for all types of 

commercial building development projects, as well as a concomitant decrease in overall building 

project activity. 
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173. Staff believes that the financial climate played a major part in the lower than 

anticipated participation in the original pilot, and that the reduction in new buildings within TEP’s 

service area directly affected participation in the pilot. Participation in the Program grew 

dramatically during the first half of 201 I, with ‘TEP reporting the completion of two Design 

Assistance projects and the receipt of eight New Construction applications. Staff believes that tbis 

trend of increasing participation in the Program will continue. 

174. Staff has recommended that TEP continue its outreach efforts to building owner, 

developer and design professional organizations (e.g. American Institute of Architects, American 

Society of Professional Engineers, Urban Land Institute, National Association of Office and 

Industrial Properties, etc.). Staff further recommended that TEP extend its outreach activities to 

include banks and other lending institutions that service the building design and construction 

industry. In addition, TEP should communicate with local building code officials to apprise them 

of Program benefits and encourage the adoption of higher performance building and energy codes. 

Baseline Study. At the inception of this pilot program, TEP had not conducted a 

formal baseline study of new commercial construction design characteristics. In preparing the 

analysis for the pilot program, the baseline performance conditions of new commercial 

175. 

construction projects were estimated based on best available knowledge of current market 

conditions and design practices. To confirm the baseline assumptions made in the preparation of 

this plan, TEP hired Navigant Consulting (“Navigant”) to conduct a formal baseline study of 

commercial building practices. Funding for this baseline study was approved by Decision 

No. 71 109 on June 5,2009. 

176. The study, entitled “Assessment of Baseline Practices for Commercial New 

Construction”, dated June 25,2010, was submitted by TEP to Staff at the time that TEP filed its 

application to continue the pilot program. The objective of this report was to determine how 

commercial buildings are currently being designed and specified within TEP’s service area. The 

baseline study concluded that, except ‘for federal and state buildings, new commercial construction 

in the TEP service area is generally built to code. Where buildings are constructed above code 

... 
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quirements, it is generally in pursuit of LEED (Leadership in Energy and Environmental Design) 

ertification. 

177. The baseline study offered several recommendations for TEP to consider in relation 

the pilot program. A summary of those recommendations includes: 

Federal and other government buildings are generally mandated to build above 
code. Therefore, TEP should consider modifjmg its Program applications to 
determine whether a building is public or private, and require higher savings for 
public buildings. 

TEP should monitor code changes and talk to code officials on a regular basis. 

TEP should provide education to the building industry to define an integrated 
design approach and help this to become standard practice. 

TEP should encourage the use of commissioning agents (perhaps through 
specific incentives) to ensure that buildings operate as specified by design. 

TEP should consider adding a prescriptive path to the Program to provide 
incentives for specific technologies, such as high R value roofs and walls, 
variable speed drives and high efficiency motors, higher efficiency lighting 
systems. 

The Report states that the most important recommendation is “. . .to educate 
architects about life-cycle costs and how to sell these ideas to clients, educate 
owners who are buying from private developers, and educate the market about 
considering life cycle costs versus first costs in determining the value of a 
building.. .,, 

178. Staff Recommendations. Staff generally concurs With the recommendations of the 

laseline study with the exception that TEP should first ascertain the cost-effectiveness of using 

hird-party commissioning agents. Staff has made the following additional recommendations: 

0 Staff has recommended that the Program, inchding the high-performance 
glazing measure, be approved for a second two-year period. 

Staff has further recommended that TEP implement the recommendations in the 
“Assessment of Baseline Practices for Commercial New C0nstruCti0n” prepared 
by Navigant Consulting, including modification of Program performance 
thresholds (for public buildings) and Program applications to differentiate 
between public and private sector facilities. 

Staff has further recommended that Measurement & Evaluation statistics for the 
Program be included in the DSM reports filed with the Commission. 
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Staff has further recommended that TEP continue Program outreach efforts by 
targeting building owner, developer and design professional organizations, 
lenders and lender industry associations, and local building code officials. 

0 Staff has further recommended that information announcing the availability of 
the Program occupy a more prominent position on the TEP website. 

). BEHAVIORAL COMPREHENSIVE 

1 79. Promam Description. The proposed Behavioral Comprehensive Program 

“Behavioral Program”) consists of six educational subprograms. The focus of the Behavioral 

’rogram is to educate Residential customers on how changes in behavior, including purchasing 

lecisions, can improve energy efficiency. Most of the subprograms include low-cost measures, 

uch as CFLs, faucet aerators, LED nightlights and refigerator thermometers, in addition to the 

:ducational components. 

180. The table below lists and describes the six subprograms that make up the 

3ehavioral Comprehensive Program. More detailed program descriptions are provided in the 

ollowing paragraphs: 

, . .  

... 

... 

Subprogram 
Home Energy Reports 

~ 

Direct Canvassing 

K- 12 Education 

Community Education 

New (proposed) or existing 
Approved on April 7, 201 1, 
Decision No. 72254. 

New (proposed) 

New (proposed). Consists of 
redesigned ener education 
for 6 , 7  and 8 grades, and 
will absorb the existing 
school-based energy 
education components from 
the Education and Outreach 
Program. 
New (proposed) 

t h t h  P 

Descriptions 
Comparison of energy use to 
that of neighbors. An on- 
line energy audit component 
will also be added in 20 12. 
Door to door awareness and 
direct install campaign 
Classroom education 
including take home direct 
install kits 

“Train the trainer” approach, 
with hands-on energy 
efficiencv training 
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25 

A sub-pilot of the smart 
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near-real time usage 
information 
CFL bulb giveaway at 

26 

27 

I 28 

?age 43 Docket No. E-01933A-11-0055 

I outreach events 1 

181. Home Enerm Reports. Although budgeted separately, the Home Energy Reports 

subprogram is part of the overall Behavioral Comprehensive Program. The existing Home Energy 

Reports are designed to instigate behavioral changes in customers’ energy consumption by (i) 

naking customers aware of their energy consumption; and then (ii) allowing them to compare that 

sage to similarly situated homes. The subprogram targets habitual behaviors (e.g., lights and 

hemostats), purchasing behaviors (standard versus energy efficient appliances), and participation 

n demand-side management programs. 

182. In addition, the on-line energy audit function that is currently part of the Education 

md Outreach Program will transition to the Home Energy Report subprogram during the first half 

3f 2012. 

183. Direct Canvassing. The direct canvassing initiative is a grass-roots, door-to-door 

approach to promoting energy efficiency, and is designed to reach neighborhoods difficult to reach 

through traditional messaging. The subprogram would use trained volunteers from local 

community organizations to talk to customers about energy efficiency. Two CFLs would be left 

with each customer, along with program materials for appropriate TEP DSM programs. 

184. K-12 Education. In addition to energy based class room curriculum, students would 

be instructed in energy saving approaches for their homes. Students in grades 6-8 would be 

provided with a take home kit which includes CFLs and refiigerator thermometers, as well as 

educational materials on how to reduce energy use. 

185. Beginning in 2012, the K-12 subprogram will also offer the academic support 

activities currently offered under the Education and Outreach (“E&O”) Program. These activities 

include the Insulation Station, the Energy Patrol, the Electri-City exhibit at the Tucson Children’s 

Museum and Energy Conservation Bike/Solar Generation Presentations. The E&O Program’s 
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;chool-based energy education activities will be transferred to the K-12 subprogram, to consolidate 

;chool-based energy education into one subprogram. 

186. CommuniW Education. The Community Education Program would engage 

:ommunity groups and work with public entities with ‘’train the trainer” hands-on energy 

zfficiency seminars. Community trainers would be given a broad based review of energy, 

:fficiency and comfort principles. The seminars include hands-on training with a wide sample of 

naterials such as weather stripping, low flow showerheads, caulk or foam sealant and CFLs. 

187. CFL Giveaway. The Compact Fluorescent Light Give-Away Program will 

xmplement TEP’s presence at cornunity events, and its overall education and outreach efforts, 

md efficiency messaging. Free CFLs will be made available both at comxnunity events and to 

;ommunity organizations, including those involved in our Community Education Program. 

188. In-home Displav. The In-Home Display measure is part of the Residential Direct 

Load Control Program already approved by the Commission in Decision No. 71846. The In-home 

Display works by providing a digital readout showing customers their current cost of energy in 

cents per hour and their cumulative cost for the month. Participating customers are provided with 

interval energy usage data in several formats on a personal web portal or on an additional physical 

home display device. 

189. Budget. The cost for the web portal and in-home displays are included in, and 

budgeted with, other commUnicating equipment provided to customers participating in the 

Residential Direct Load Control program. See TEP EE Implementation Plan Budget Table, herein, 

which lists the sector, projected costs per category, and total budget for each program. 

190. Behavioral Cobprehensive Promam Overall Objectives and Rationale. The energy- 

related behaviors intended to be influenced by the Behavioral Comprehensive subprograms 

include the following: 

0 Habitual behaviors 
= Adjust thermostat setting 

Turn off unnecessary lights 

Small Durchasinn and maintenance behaviors . 0 

Purchase and install faucet aerators and low flow shower heads 
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= 
W A C  maintenance 
Purchase and install compact fluorescent lights 

0 Larper purchasing decisions 
Purchase an ENERGY STAR appliance 
Purchase higher EE heating and cooling system through participation in a 
TEP DSM Program 

191. Delivew and Marketing Stratem. All TEP residential customers would be eligible. 

)r this program. Delivery would be made through implementation contractors and TEP resources. 

P r o a m  Analvsisflssues. The Company initially proposed to leave some elements 192. 

f school-based energy efficiency education, such as the Insulation Station and the Energy Patrol, 

rith the current Education and Outreach program. TEP is now proposing to consolidate the 

:hool-based energy education activities within the K-12 subprogram. 

193. The Company’s current proposal is reasonable. Consolidation of school-based 

nergy efficiency education within the K-12 subprogram is likely to improve efficiency, limit 

uplication of administration effort and expenditure, and reduce confusion between the proposed 

:-12 subprogram and the existing Education and Outreach Program. 

194. Cost-Effectiveness. Cost-effectiveness for measures associated with the proposed 

I I Refiigerator ther&ometer I I 
~ F L  GivGway I CFLs (18 Watt/23 Watt) 1.99t2.7 1 

195. Staf f  Recommendations. 

0 Staff has recommended that the Behavioral comprehensive program, and all it.! 
subprograms, be approved. 
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3. Residential Enerw Efficiencv Financing 

196. Proaam Description. TEP was ordered to file an energy efficiency financing 

jrogram in Decision No. 72028 (December 10, 2010). TEP is requesting approval for a new 

tesidential Energy Efficiency Financing‘pilot program to provide customers with the capital 

ieeded to make cost-effective energy efficiency upgrades to their homes. TEP believes that a two- 

rear pilot program would allow sufficient time for the Company to evaluate the Program, 

ncluding participation, default rates, and overall value to customers. TEP’s proposed Program 

:lements include: 

0 

e 

e 

0 

e 

e 

e 

e 

0 

0 

e 

Loan commitment of $2,000,000 per year for two years; this would provide 
approximately 424 loans per year based on an average $4,722 loan amount; 

Loans available only on energy efficiency measures meeting the Commission- 
required cost effectiveness test; 

Low interest rates provided by a combination of an interest rate buy-down and a 
10% loan loss reserve account; 

Limited ratepayer exposure to default risk (10% of the loan commitment); 

Funding provided through an approved Demand-Side Management (“DSM) 
surcharge charged to residential customers; 

Affordable residential financing for energy efficient measures; 

Convenient customer access to and repayment of the financing; 

Standard hance product offering for all eligible, approved borrowers; 

Leveraged financing; 

Accurate Truth-in-Lending notifications and billing to customers provided by 
an experienced third party lender; and 

Community involvement in forming and marketing the Program. 

197. TEP proposes to increase the DSM surcharge for residential customers by $0.00018 

3er kWh to fund the Program during the two year pilot program. The average annual cost to each 

:esidential customer would be $1.90. TEP proposes that the DSM Surcharge necessary to fund 

, . .  
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his program be collected only from residential customers, as the loan instruments described are 

estricted to residential customers. 

198. Budgeting for the Residential and Non-residential sectors is approximately equal, 

nd the cost for all of TEP’s energy efficiency programs (including those restricted to Non- 

esidential customers) is recovered through a single DSM adjustor surcharge. Establishing a 

eparate DSM adjustor for the Residential Financing Program would be unnecessary, inequitable 

Lnd time-consuming. 

199. P r o m  Obiectives and Rationale. TEP believes that the Program’s financing 

bptions would help cover the costs of energy efficiency measures, would improve customer 

mticipation in energy efficiency programs and would expand the pool of customers who can 

Bard to participate in those programs. Although other vendors offer financing for their own 

ndividd products, the Program’s comprehensive approach to home energy upgrades cuts across 

ieveral potential products and includes efficiency measures not traditionally financed, such as air 

ind duct sealing. 

200. Prior to designing the Program, TEP developed key objectives for the Company’s 

mplementation of a financing program. Three objectives stood out fiom the rest as fundamental 

n order for TEP to provide a financing option: 1) the program design must eliminate the utility 

?om any Truth-in-Lending Law regulation implications; 2) the program must provide a reasonable 

mount of funds at a reasonable interest rate and with a low initial investment; and 3) energy 

2fficiency measures that qualify for TEP financing must have met the Commission’s cost 

Sectiveness test. 

201. With these objectives, TEP hired Harcourt Brown Energy and Finance to assist with 

the evaluation, negotiations, and design of the Program. TEP selected a Third Party Financing 

model secured by a combination of a 10 percent loan loss reserve account and an interest rate buy- 

down, both funded fiom the DSM Surcharge, as the best program offering. 

202. Target Market. The target market for this program is any residential customer in 

TEP’s service territory who owns their home. Financing would be available for installation of 

approved and cost-effective energy efficiency measures. 
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Year 1 
Year 2 

203. Program Eligibilitv. Eligible properties would include single-family (1 to 4 Unit), 

Available Loans Funding Funding Budget 
$100,000 21 $10,000 $4,000 $142,815 

$2.000.000 424 $200.000 $79.995 $442.645 

wner-occupied homes. 

204. Budget. This is a financing program supporting other program efficiency measures. 

'herefore, there are no energy efficiency measures specifically under tbis program. Nonetheless, 

T P  expects annual costs as follows: 

RESIDENTIAL ENERGY FINANCING BUDGET TABLE 
Two-Year Pilot 

205. Delivery and Marketing; Stratem. TEP's strategy for Program delivery and 

dministration is as follows: 

Coordination between the Lender and TEP on all fund transfers would be 
managed in-house by a single TEP Program Manager; 

0 The Program Manager would also provide overall management, marketing 
oversight, planning and tracking of customer and contractor participation; and 

The Program Manager would coordinate all activities necessary to develop 
application forms and contractor training. 

206. Key partnering relationships would include Community interest groups; WAC, 

mulation and air sealing contractors trained in Program procedures; and the Arizona Energy 

Mice, Pima Community College, or other industry experts to provide training, education and 

5wareness. 

207. The Program would use contractors initially recruited for the Existing Homes 

Program, encouraging them to promote TEP financing when working with customers. TEP would 

provide an orientation of the Program which would outline Program requirements and contractors 

responsibilities as well as discuss reporting and data collection procedures. Contractors interested 

in participating in the Program must attend the orientation. 
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208. Promam Marketing and Communication Stratew. TEP would provide Program 

narketing and customer outreach and awareness through a range of strategies including: 

Promotions on the TEP website about the benefits of purchasing high-efficiency 
equipment and home performance measures; 

0 Promotion through contractors and through community interest groups; 

0 

0 

Providing information through TEP's customer care center; 

Developing marketing pieces including brochures and other collateral pieces to 
pro-mote the benefits of qualifying equipment, air sealing and duct sealing, and 
the financing program available to fund those measures; and 

0 Training and seminars for participating trade allies and contractors. 

209. The advertising campaign would communicate that high-efficiency systems and 

iome performance measures would help reduce customer energy bills, provide equal or better 

:omfort conditions, and are beneficial for the environment. 

Promam Analvsis and Issues. TEP originally proposed using the Pennsylvania 

Treasury as the third party lender. Interested parties had recommended making further effort to 

secure third-party lenders located in Arizona. TEP has now chosen Vantage West, a local Credit 

Union ('W), as the third-party lender with loans leveraged by a loss reserve account as well as 

the possibility of a combination of a 10 percent loan loss reserve account and an interest rate buy- 

down, all funded fiom the DSM Surcharge. The interest rate buy-down would bring the rate from 

V W s  normal 11.099 percent down to 7.99 percent. 

210. 

21 1. The Company notes that UNS Gas, hc.  requested a program nearly identical to the 

one requested here for TEP. The UNS Gas program was approved by the Commission in Decision 

No. 72062 (January 6,201 1). 

212. Cost Effectiveness. There are no direct avoided cost benefits or energy savings 

fiom the residential financing program, and the total DSM Implementation Plan Cost for TEP 

would increase as a result of offering the Program. However, the indirect benefits and savings are 

measured at the program level where individual energy efficiency measures are included. TEP 

believes, and Staff agrees, that the availability of financing for the Existing Homes Program would 
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ncrease participation, and thw increase the resulting societal benefits and savings reported for the 

kisting Homes Program. 

213. Staff Recommendations. 

0 St& has recommended approval of the Residential Energy Efficiency 
Financing Program with a two-year pilot as described herein. 

0 Staff recommends that the Commission not approve E P ’ s  request that the 
DSM Surcharge for the Residential Energy Financing Program’be collected 
only from Residential customers. 

2 14. Measurement, Evaluation, and Research. Measurement, Evaluation, Research shall 

)e in accordance with the Electric Energy Efficiency Rules, Section R14-2-2415, including the 

Following database activities: 

0 As part of Program operation, TEP would request the Lender to provide the 
necessary data elements to populate the tracking database and provide periodic 
reporting and data collection. 

0 TEP would establish systems to collect the data needed to support effective 
Program management, transfer of funds from TEP to the loan loss reserve 
accounts, reporting, and evaluation. 

S. ERTERGY CODES ENHANCEMENT PROGRAM 

215. Pronram Description. Improved building energy codes are recognized as a simple 

md cost-effective means of achieving energy savings over the lifetime of new construction and 

newly renovated buildings. The TEP Energy Codes Enhancement Program (“ECEP”) seeks to 

wercome baniers to the adoption of improved building codes. 

216. Budget. TEP requested a budget of $49,335 for the fust year (201 1) of the Energy 

Codes Enhancement Program and a budget of $75,490 for 2012. See the TEP Implementation 

Plan  Budget Table, herein, which lists the sector, projected costs per category, and total budget for 

Each program. 

217. P r o m  Obiectives and Rationale. The objective of the TEP ECEP is to increase 

energy savings in new construction and renovated buildings, in both the Residential and 

Commercial sectors, by improving compliance with existing building energy codes and supporting 

updates to building codes. 
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21 8. Deliverv and Marketinn Stratem. The ECEP would target building committees and 

:ity councils, as well as building design officials including architects, engineers, contractors and 

milders. TEP Program staff would collaborate with regional and national organizations that track 

m k e t  trends and can offer guidance on best practices for energy code adoption and enforcement. 

2 19. Program support to the target audience may include activities such as: 

Classroom, field and “brown bag” training sessions; 

Purchasing energy code books for officials that currently lack such resources; 

Supporting energy code-related certifications for code officials; 

Conducting energy code compliance assessments by 2017 to fidfill American 
Recovery and Reinvestment Act (“ARRA”) requirements to demonstrate 90% 
energy code compliance (may be done in coordination with energy efficiency 
program Measurement, Evaluation and Research (“MER”) activities); and 

Collaboration with the Southwest Energy Efficiency Project and other regional 
groups to support research on and adoption of building codes and equipment 
standards. 

220. TEP staff would be responsible for administering the Program. Responsibilities for 

these staf f  would include planning, coordination and implementation of all Program activities. 

221. Program marketing would be accomplished through direct outreach to municipal 

officials, participation in building code enhancement committees, cross-marketing with other TEP 

energy efficiency programs.and through TEP websites. 

222. Program Analvsis/Issues. According to the U.S. Department of Ene rd ,  buildings 

use 39 percent of our total energy, two-thirds of our electricity, and one-eighth of our water. In 

light of the increasing cost of energy, building energy efficiency is a key component of sound 

public policy. One reason is that the benefits of more efficient construction often continue for the 

life of the structure, often 30 to 50 years. 

223. DOE research3 shows that contemporary energy codes could save about 330 

Trillion BTU by 2030, almost 2 percent of total current residential energy consumption. There 

U.S. Department of Energy website: http:llwww.energycodes.goviwhy_codesj 
Bid. 
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would also be comparable savings in consumer energy bills, air pollution and greenhouse gas 

:missions. As is discussed below, however, Arizona is a “home rule” state with no mandatory 

state-wide energy efficiency building code. 

224. Although many counties and cities within the state have adopted an EE building 

;ode, some municipalities lack the resources and knowledge to effectively enforce existing 

building codes or implement an energy efficiency-specific code. Many municipal code officials 

lack the resources to stay current on market trends relevant to building codes, especially given 

:urrent economic conditions. In jurisdictions that currently lack any type of building code, public 

3fficials .could benefit fiom information and assistance in developing and advocating the adoption 

3f a building code. 

225. In addition to the lack of information and resources impacting the development and 

Znforcement of building codes at the governmental level, building design and construction 

professionals could likely benefit fiom additional education and training on code requirements. 

226. The primary market barriers to achieving maximum energy efficiency fiom 

building related codes are as follows: 

Lack of knowledge and resources to facilitate compliance with existing codes, 
Inconsistency in codes across the state, and 
Lack of resources to advocate for adoption of new codes. 

227. Cost-Effectiveness. TEP has not provided an estimate of energy savings from 

implementation of the Energy Codes Enhancement Program. Rather, development of tracking 

metrics and deemed savings methodologies form an integral part of the Program. Energy savings 

€?om the Program would be determined upon completion of the Measurement, Evaluation and 

Research phase of the Program. 

228. Staff Recommendations. Advocacy of energy codes is an appropriate component of 

TEP’s 2012 Energy Efficiency Implementation Plan, given the high potential for long-term energy 

savings. Therefore, Staff has recommended approval of TEP’s Energy Codes Enhancement 

Program, subject to implementation of the MER and Reporting protocols stated herein. 

... 
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r. Education and Outreach 

229. Promam Description. The Education and Outreach (%!LO”) Program is an existing 

rogram approved in Decision No. 70402 (July 3, 2008). TEP is requesting budget approval to 

;ontinue this program, which is being modified through the transfer of its school-based energy 

:ducation components and its on-line audit function to subprograms of the Behavioral 

Zomprehensive Program. 

230. The revised E&O Program would be responsible for overall marketing and general 

:onswner education. In order to reflect this change in focus, TEP is proposing to rename the E&O 

’rogram as the Consumer Education and Outreach (“CEO”) Program. 

231. With the school-based energy education activities and measures and the on-line 

tudit function moved into the Behavioral Comprehensive Program, the CEO Program would 

narket TEP’s energy efficiency and renewable programs4, including Time of Use (LITOU”) rates: 

Develop brochures and communication materials that showcase all available EE 
and Renewable Programs, 

0 Develop and maintain communication materials related to general energy saving 
information, 

0 Provide labor and materials to staff trade shows and community events, 

0 Develop and maintain web content to educate consumers on energy use and TOU 
rate choices, and 

0 Cross communication of EE Programs and general energy saving information. 

232. Promam Obiectives and Rationale. The E&O Program is intended to increase 

participation in the Company’s other DSM/EE programs and intended to promote conservation by 

xxtomers. 

233. Cost-effectiveness. The CEO Program markets the entire TEP portfolio, promotes 

conservation generally and educates customers about TOU rates. It does not produce direct 

savings. The 2012 budget, with the school-based energy education and on-line audit function 

Marketing materials for TEF’ energy efficiency programs include information concerning TEP’s renewable programs, 
providing an added benefit from the funding used to market energy efficiency. 
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removed, would be approximately $194,000, or less than 1 percent of the total Implementation 

Plan budget for 20 12. 

234. Staff Recommendation. 

Staff has recommended that the Education and Outreach (or Consumer 
Education and Outreach) Program be approved for continuation, with the 
modifications proposed. 

U. Prowam Development, Anahsis And Reporting Software (“Promam Development”) 

235. Description. This budget item provides program support and covers costs relating 

10 the Implementation Plan as a whole, including program design, database design and 

ievelopment, and technical support. Included in this budget item are the resources necessary for 

neeting reporting requirements under the Electric Energy Efficiency Rates. 

236. Objectives and Rationale. Program Development includes: 

Incremental cost studies, 

Measure and program research and benefit-cost analysis, 

Codes and Standards research and analysis, 

Education and training on new technologies, 

Program design, development and analysis, and 

0 Software for tracking and reporting to remain in compliance with the Electric 
Energy Efficiency Rules. 

23 7. Cost-Effectiveness. Program Development costs are associated with administering 

~e Implementation Plan as a whole. These costs are not attributable to one energy efficiency 

program or measure, but are required to facilitate the energy efficiency goals for all programs and 

measures. Cost-effectiveness, as such, can not be assessed for this budget item, but the Program 

Development costs should represent a limited portion of the total budget. 

238. Projected Program Development costs for 201 1 equal approximately 3.47 percent 

of the total Implementation Plan budget, declining to approximately 2.62 percent in 2012. (In 

... 
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mmparison, incentives represent, respectively, approximately 51 percent and 54 percent of the 

!011 and 2012 budgets. ) 

239. Staff  Recommendation. Staff has recommended that the budget amounts allocated 

o program development, analysis and reporting software costs be included in the budget as shown 

n the application. 

V. MEASUREMENT, EVALUATION AND RESEARCH; REPORTING: ALL 

PROGRAMS 

240. Measurement, Evaluation and Research. At a minimum, Measurement, 

5vdmtion, and Research ("MER") shall be done in accordance with the Electric Energy 

Efficiency Rules, Section R14-2-2415. 

241. Reporting. At a minimum, Reporting shall be done in accordance with the Electric 

Energy Efficiency Rules, Section R14-2-2415. 

W. BUDGET FLEXIBILITY 

242. TEP has requested the ability to shLft up to 25 percent of its approved funds from 

Residential to Commercial sector programs, or fiom Commercial to Residential sector programs, 

based on program activity. The Company has also requested that it be allowed to increase the total 

budget for the energy efficiency programs by up to 25 percent, where cost-effective. The 

Company states that this type of flexibility maximizes participation in successful programs and 

allows it to continue accepting applications from customers in cases where an individual program 

may be over-subscribed. 

243. Shifting of Funds. Funding for the Residential and Commercial sectors is 

approximately equal under the proposed Implementation Plan budgets for 201 1 and 2012. (The 

Home Energy Reports subprogram targets Residential customers and its budget should be 

considered part of the funding for the Residential sector.) W e  the Commission has allowed 

utilities to shift energy efficiency program funding among programs or measures within the 

Residential sector, or among program or measures within the Commercial sector, recent practice 

has been to limit shifting fiom sector to sector, to ensure that both Residential and Commercial 

customers both have a reasonable opportunity to participate in energy efficiency programs. 
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Uowing fun- shifts among programs or measures within a sector allows a reasonable degree 

If flexibility without the potential impact to the equitable access to participation in energy 

:fficiency programs by Residential and Commercial customers. 

244. Increase to Total Budget. With a projected budget for 2012 of $24.7 million, the up 

!5 percent flexibility proposed by TEP could result in an increase of over $6 million, depending on 

mtomer participation and actual costs. Although actual spending may be either over or under the 

eve1 projected for the Implementation Plan, and the Company should be allowed some flexibility 

o accommodate unanticipated levels of customer participation, the 25 percent level proposed by 

E P  is excessive. Allowing an increase of up to 5 percent would provide TEP with flexibility in 

esponding to higher-than-anticipated customer participation, but would better limit potential costs. 

245. Staff Recommendations. 

Staff has recommended that the Company be allowed to shift funding from 
measure to measure, or from less active to more active programs, for up to 25% 
of the budget originally allocated to the less active program. Budget shifting 
may only be done within, and not between, the Residential and Non-Residential 
program sectors. 

Staff has recommended that the Company be allowed to increase the overall 
Implementation Plan budget by up to 5 percent, if the increases are allocated to 
Commission-approved cost-effective measures and programs. 

0 

Y. DEMAND-SIDE MANAGEMENT SURCHARGE (“DSMS’’) 

246. In TEP’s Application, as updated on August 22, 201 1 , TEP is requesting recovery 

)f the following costs through the DSMS: (i) DSM program costs, including $13.4 million from 

he period through 2011 @SM costs minus the amount recovered through the existing DSM 

Idjustor)’and $24.7 million in spending projected for 2012 ; (ii) the DSM Performance Incentive, 

n the amount of $16 million; and (is) the Company’s proposed Authorized Revenue Requirement 

h e - u p  (“ARRT”) Mechanism, in the amount of $17 million. 

247. DSM promam costs. The DSMS should include recovery for the projected cost of 

he TEP’s Implementation Plan, and should reflect any actions taken by the Commission with 

Sespect to the Implementation Plan. TEP states that the budget proposed for the program is 

lesigned to provide approximately 7 percent more in savings than is required in order to meet the 
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!012 incremental savings goal. Although the budget could be reduced by 7 percent to more 

:losely match the spending required to meet the 2012 goal, such a reduction would also eliminate 

my margin for error in meeting that goal. 

248. DSM Performance Incentive. Currently, the performance incentive is based on 10 

lercent of the net benefits fiom the DSM portfolio, excluding the LW, E&O and Direct Load 

Zontrol Programs, with a cap based on 10 percent of DSM spending. The Company proposes to 

n o m  the spending cap to a hard dollar cap based on a percentage of net benefits (up to 10 

lercent). TEP also proposes to apply the gross revenue conversion factor from the last rate case 

1.66) to the performance incentive, in order to arrive at a “pre-tax” level for the incentive. 

249. The structure of TEP’s current performance incentive, which is recovered through 

he DSM adjustor, was approved by the Commission in TEP’s last rate case, in Decision 

40.70628. The benefit-based cap and conversion factor proposed by TEP for the Performance 

ncentive would significantly alter the type and level of cost recovered through the DSM adjustor. 

Vthough the DSM adjustor rate may be reset anndly to reflect fluctuations in costs already 

ipproved for recovery (such as program costs that vary according to participation levels), it is not 

kppropriate for a reset outside a rate case to include major changes to the type or level of costs 

aecovered through the DSM adjustor. Changes to the adjustor, including changes to how the 

Performance Incentive is calculated, should be made within a rate case. 

250. ARRT. The ARRT Mechanism proposed by TEP is designed to recover revenue 

lost due to implementation of the EE Standard. Recovery of net lost revenue can only be addressed 

during a rate case. The ARRT Mechanism may be addressed in TEP’s next rate case, if TEP so 

requests, and if TEP documents its request in the rate application. 

251. TEP requested that, if the ARRT is not approved, the Commission grant TEP a 

waiver of the energy efficiency Rules until the ARRT or another “adequate” remedy is in place. 

Staff recommends that no waiver of the energy efficiency rules be granted to TEP at this time. 

252. DSMS Reset Level. The current DSMS is $0.001249 per kwh. TEP has requested 

to increase the DSMS to $0.006343 per kWh, based on its proposals, as discussed herein. Based 

on the analysis indicated above, including the need to exclude the ARRT and to retain the existing 
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Current TEP 
kWh/ Curent Bill Proposed 
month DSMWkWh Impacthonth DSMSkWh 

1,100 $0.001249 $1.37 $0.006343 

680 $0.001249 $0.85 $0.006343 

880 $0.001249 $1.10 $0.006343 

nethod for calculating the Performance Incentive, Staff has recommended a DSMS of $0.0038 12 

)er kwh. The impacts, based on average Residential usage, are shown in the table below: 

I I I I 

Proposed 

Im admonth DSMSkWh 
Proposed 

Staff 
Proposed 
DSMS 
Impactlmonth 

$4.19 $6.98 I I $0.003812 I I 
$2.59 

253. Recommendations. Recommendations regarding the DSMS are listed below: 

0 Staff has recommended that the DSMS include: (i) the program spending 
approved by the Commission in this Decision; and (ii) the .Performance 
Incentive, as calculated in the manner set in the last rate case. 

0 Staff has also recommended that calculation of the DSMS take into account the 
current DSM balance, but not include the Company's proposed ARRT at this 
time. 

0 Staff has recommended that the DSMS be reset to $0.003812 per kwh. 

254. Adiustor Reset and Reporting Requirements. The Company requested that the 

:went April 1 surcharge filing requirement and semi-annual DSM reporting (March 1 and 

September 1) requirements be superseded by the reporting requirements of A.A.C. R14-2-2409. 

TEP plans to file for an adjustor rate reset annually, as part of its Implementation Plan filings, 

leginning in June 2012, with the actual reset to take effect in January 2012. 

Staff has recommended that the current surcharge filing and DSM reporting 
requirement be superseded by the reporting requirements of A.A.C. R14-2-2409. 

0 Staff has also recommended that, in any year during which the Company does not 
file an Implementation Plan, or does not address the DSM adjustor reset within its 
Implementation Plan, an adjustor reset application should be filed separately, no 
later than April 1. 

. .  

.. 

) . .  
. . .  
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'. CALCULATING COST-EFFECTIVENESS 

255. Staff recommends that, in all future DSN Implementation Plans, the Company use 

le same input values and methodology as Staff for calculating the present value benefits and costs 

) determine benefit-cost ratios. 

;. SUMMARY OF RECOMMENDATIONS 

256. Staff has made the following recommendations: 

OveraZZ 

0 In cases where a measure is not approved, the funding associated with that 
measure should be used to fund cost-effective measures within the same 
program, if possible. 
The Company should have the flexibility to transfer funding among cost- w- effective measures, within each program, to accommodate varying participation 
levels. 

0 

0 The Company should have the flexibility to move up to 25% of funding fiom 
program to program within each sector, to accommodate varying participation 
levels. However, funding may not be transferred out of the Low-Income 
Weatherization Program. 

0 The Company should track federal standards, including those for lighting, to 
ensure that measures promoted by the TEP Implementation Plan offer cost- 
effective savings over and above current baselines. 

Appliance Recyclinq 

0 The TEP Appliance Recycling Program should be qproved and it should 
include both the refigerator and freezer measures. 

0 The Company should offer a $30 incentive, rather than the $35 incentive 
proposed, but the overall budget for incentives should not be decreased. 

Multi-Familv Housina EfjTciency 

0 The proposed Multi-Family Program should be approved, with older, less 
efficient and low-income complexes as a primary focus for the Multi-Family 
Program's activities. 

Efficient Products 

0 The Efficient Products Program should be approved and continue to offer CFLs, 
with the addition of the Variable Speed Pool Pump, Advanced Power Strip and 
Pool Pump Timer measures. 
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0 The Residential LED Light measure should not be approved at this time. 

0 The lifespan of CFL measures should be re-evaluated for the Company’s next 
Implementation Plan, and any changes to these assumptions should be 
incorporated into cost-effectiveness and savings calculations for the Efficient 
Products Program. 

Low-Income Weatherization 

0 The Low-Income weatherization Program should be approved for continuation 
as part of TEP’s Implementation Plan. 

0 TEP should be allowed to tie the eligibility level for the TEP LIW Program to 
the eligibility level set for the federal Low-Income Home Energy Program 
(“LIHEAP”), so that the eligibility levels remain consistent over time. 

Residential New Construction 

0 The Tier 1 measure should be approved for continuation 

0 The Tier 2 and Tier 3 measures should be discontinued once the Residential 
New Construction Program has met its existing commitments for Tier 2 and 
Tier 3 homes. 

Existing Homes and Audit Direct Install 

0 The Existing Homes and Audit Direct Install Program should be approved for 
continuance. 

Shade Tree 

0 The Shade Tree Program should be approved for continuance. 

Residential and Small Commercial Direct Load Control 

0 The Residential and Small Commercial Direct Load Control Program be 
approved to continue. 

Bid for Eficiencv 

0 The TEP Bid for Efficiency Pilot Program should be approved as a two-year 
pilot program as discussed herein. 

0 Individual project incentives under this program should be capped at 60 percent 
of the incremental costs of the eEciency measures included in the project. 

. . .  
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Retro-Commissioninq 

The TEP Retro-commissioning Program should be approved. 

Schools Facilities 

The School Facilities Schools Program should be approved. 

- CHP 
e The CHP Joint Program should be approved. 

Small Business Direct Install 

The Small Business Direct Install Program should be approved to continue, with 
the proposed new measures. 

C&I Comprehensive 

The C&I Comprehensive Program should be approved, except for the proposed 
additional measure LED Street and Parking Lights. 

Commercial Direct Load Control 

e The C&I Direct Load Control Program should be approved for continuation. 

Commercial New Construction 

e The Commercial New Construction Program, including the high-performance 
glazing measure, should be approved for a second two-year period. 

e TEP should implement the recommendations in the “Assessment of Baseline 
Practices for Commercial New Constructiony’ prepared by Navigant Consulting, 
including modification of Program performance thresholds (for public 
buildings) and Program applications to differentiate between public and private 
sector facilities. 

e Measurement & Evaluation statistics for the Program should be included in the 
DSM reports filed with the Commission. 

e TEP should continue the Commercial New Construction Program’s outreach 
efforts by targeting building owner, developer and design professional 
organizations, lenders and lender industry associations, and local building code 
officials. 

e Information announcing the availability of the Program should occupy a more 
prominent position on the TEP website. 
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Behavioral Comprehensive 

The Behavioral Comprehensive program, and all its subprograms, should be 
approved. 

Residential Enerm Financinz 

e The Residential Energy Efficiency Financing Program should be approved for a 
two-year pilot as described herein. 

TEP’s request that the DSM Surcharge for the Residential Energy Financing 
Program be collected only fiom Residential customers should not be approved. 

0 

Enerm Codes Enhancement 

TEP’s Energy Codes Enhancement Program should be approved, subject to 
implementation of the MER and Reporting protocols stated herein. 

Education and Outreach 

0 The Education and Outreach (or Consumer Education and Outreach) Program 
should be approved for continuation, with the modifications proposed. 

Propam Development 

e The budget amounts allocated to program development, analysis and reporting 
software costs should be included in the budget be approved, as shown in the 
application. 

Budget Flexibility 

e 

e 

DSMS 

e 

... 

The Company should be allowed to shift funding from measure to measure, or 
fiom less active to more active programs, for up to 25 percent of the budget 
originally allocated to the less active program. Budget shifting should only be 
done within, and not between, the Residential and Non-Residential program 
sectors. 

The Company should be allowed to increase the overall Implementation Plan 
budget by up to 5 percent, if the increases are allocated to cost-effective 
measures and programs. 

The DSMS should include: (i) the program spending approved in this Decision; 
and (ii) the Performance Incentive, as calculated in the manner set in the last 
rate case. 
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0 Calculation of the DSMS should take into account the current DSM balance, 
but not include the Company's proposed ARRT at this time. 

0 No waiver of the energy efficiency rules be granted to TEP at this time. 

0 The DSMS should be reset to $0.003812 per kwh. 

Adiust Reset and Reportinn Requirements 

0 The current surcharge filing and DSM reporting requirement should be 
superseded by the reporting requirements of A.A.C. R14-2-2409. 

0 In any year during which the Company does not file an Implementation Plan, or 
does not address the DSM adjustor reset within its Implementation Plan, an 
adjustor reset application should be filed separately, no later than April 1. 

Calculatinn Cost-Efi'ectiveness 

0 Staff recommends that, in all future DSM Implementation Plans, the Company 
use the same input values and methodology as StafY for calculating the present 
value benefits and costs to determine benefit-cost ratios. 

CONCLUSIONS OF LAW 

1. TEP is an Arizona public service corporation within the meaning of Article XV, 

Section 2, of the Arizona Constitution. 

2. The Commission has jurisdiction over TEP and over the subject matter of the 

zpplication. 

3. The Commission, having reviewed the application and Staffs Memorandum dated 

November 16, 2011, concludes that it is in the public interest to approve the TEP 2011-2012 

Energy Efficiency Implementation Plan, with the modifications discussed herein. 

ORDER 

IT IS THEREFORE ORDERED that Tucson Electric Power Company Implementation 

Plan is approved, with the modifications discussed herein. 

IT IS FURTHER ORDERED that, in cases where a measure is not approved, the funding 

associated with that measure shall be used to fund cost-effective measures within the same 

program, if possible. 

... 
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IT IS FURTHER ORDERED that Tucson Electric Power Company shall have the 

flexibility to transfer funding among cost-effective measures, within each program, to 

accommodate varying participation levels. 

IT IS FURTHER ORDERED that Tucson Electric Power Company shall have the 

flexibility to move up to 25 percent of funding fi-om program to program within each sector, to 

%ccommodate varying participation levels. Funding may not be transferred out of the Low-Income 

Weatherization Program. 

IT IS FURTHER ORDERED that Tucson Electric Power Company shall track federal 

standards, including those for lighting, to ensure that measures promoted by the Tucson Electric 

Power Company Implementation Plan offer cost-effective savings over and above current 

baselines. 

Appliance Recvcling 

IT IS FURTHER ORDERED that the Tucson Electric Power Company Appliance 

Recycling Program is approved and shall include both the refigerator and fieezer measures. 

IT IS FURTHER ORDERED that Tucson Electric Power Company shall offer a $30 

incentive, rather than the $35 incentive proposed, but that the overall budget for incentives shall 

not be decreased. 

Multi-Family Housinn Efficiencv 

IT IS FURTHER ORDERED that the proposed Multi-Family Program is approved, with 

older, less efficient and low-income complexes as a primary focus for the Multi-Family Program’s 

activities. 

Efficient Products 

IT IS FURTHER ORDERED that the Efficient Products Program is approved, and shall 

continue to offer CFLs, with the addition of the Variable Speed Pool Pump, Advanced Power Strip 

and Pool Pump Timer measures. 

IT IS FURTHER ORDERED that the Residential LED Light measure is not approved at 

this time. 

. . .  
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IT IS FURTHER ORDERED that the lifespan of CFL measures shall be re-evaluated for 

rucson Electric Power Company’s next Implementation Plan, and any changes to these 

ssumptions shall be incorporated into cost-effectiveness and savings calculations for the Efficient 

’roducts Program. 

Low-Income Weatherization 

IT IS FURTHF,R ORDERED that the Low-Income Weatherization Program is approved 

or continuation as part of Tucson Electric Power Company’s Implementation Plan. 

IT IS FURTHER ORDERED that Tucson Electric Power Company shall be allowed to tie 

he eligibility level for the Tucson Electric Power Company LIW Program to the eligibility level 

;et for the federal Low-Income Home Energy Program (“LIHEAF”’), so that the eligibility levels 

*em& consistent over time. 

Pesidential New Construction 

IT IS FURTHER ORDERED that the Tier 1 measure is approved for continuation. 

IT IS FURTHER ORDERED that the Tier 2 and Tier 3 measures shall be discontinued 

mce the Residential New Construction Program has met its existing commitments for Tier 2 and 

rier 3 homes. 

Existing Homes and Audit Direct Install 

IT IS mTRTHER ORDERED that the Existing Homes and Audit Direct Install Program is 

approved for continuance. 

Shade Tree 

IT IS FURTHER ORDERED that the Shade Tree Program is approved for continuance. 

Residential and Small Commercial Direct Load Control 

IT IS FURTHER ORDERED that the Residential and Small Commercial Direct Load 

Control Program is approved to continue. 

Bid for Eficiency 

IT IS FURTHER ORDERED that the Tucson Electric Power Company Bid for Efficiency 

Pilot Program is approved as a two-year pilot program as discussed herein. 

... 
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IT IS FURTHER ORDERED that individual project incentives under this program shall be 

:apped at 60 percent of the incremental costs of the efficiency measures included in the project. 

Petro-Commissioning 

IT IS FURTHER ORDEED that the Tucson Electric Power Company Retro- 

:ommissionkg Program is approved. 

i’chools Facilities 

IT IS FURTHER ORDEWD that the School Facilities Schools Program is approved. 

7Hp 

IT IS FURTHER ORDERED that the CHP Joint Program is approved. 

k a l l  Business Direct Install 

IT IS FURTHER ORDERED that the Small Business Direct Install Program is approved to 

:ontinue, with the proposed new measures. 

%I Comprehensive 

IT IS FURTHER ORDERED that the C&I Comprehensive Program is approved, except 

for the proposed additional measure LED Street and Parking Lights. 

Commercial Direct Load Control 

IT IS FURTHER ORDERED that the C&I Direct Load Control Program is approved for 

continuation. 

Commercial New Construction 

IT IS FURTHER ORDERED that the Commercial New Construction Program, including 

the high-performance glazing measure, is approved for a second two-year period. 

IT IS FURTHER ORDERED that Tucson Electric Power Company implement the 

recommendations in the “Assessment of Baseline Practices for Commercial New Construction” 

prepared by Navigant Consulting, including modification of Program performance thresholds (for 

public buildings) and Program applications to differentiate between public and private sector 

facilities. 

IT IS FURTHER ORDERED that Measurement & Evaluation statistics for the commercial 

New Construction Program shall be included in the DSM reports filed with the Commission. 
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IT IS FURTHER ORDERED that Tucson Electric Power Company shall continue the 

:ormnercial New Construction Program’s outreach efforts by targeting building owner, developer 

nd design professional organizations, lenders and lender industry associations, and local building 

ode officials. 

IT IS FURTHER ORDERED that information annomchg the availability of the 

:omercial New Construction Program shall occupy a more prominent position on the Tucson 

ilectric Power Company website. 

tehavioral Comprehensive 

IT IS FURTHER ORDERED that the Behavioral Comprehensive Program, and all its 

ubprograms, is approved. 

lesidential Enerm Financing 

IT IS FURTHER ORDERED that the Residential Energy Efficiency Financing Program is 

pproved for a two-year pilot as described herein. 

IT IS FURTHER ORDERED that Tucson Electric Power Company’s request that the DSM 

hrcharge for the Residential Energy Financing Program be collected only fiorn’Residential 

wtomers is not approved. 

k e r m  Codes Enhancement 

IT IS FURTHER ORDERED that Tucson Electric Power Company’s Energy Codes 

hbncement Program is approved, subject to implementation of the MER and Reporting 

)rotocols stated herein. 

Tducation and Outreach 

IT IS FURTHER ORDERED that the Education and Outreach (or Consumer Education 

md Outreach) Program is approved for continuation, with the modifications proposed herein. 

Program Development 

IT IS FURTHER ORDERED that the budget amounts allocated to program development, 

analysis and reporting software costs shall be included in the budget are approved, as shown in the 

application. 
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Budpet Flexibility 

IT IS FURTHER ORDERED that Tucson Electric Power Company shall be allowed to 

;hift fimding from measure to measure, or from less active to more active programs, for up to 25 

Iercent of the budget originally allocated to the less active program. Budget shifting shall only be 

ione within, and not between, the Residential and Non-Residential program sectors. 

IT IS FURTHER ORDERED that Tucson Electric Power Company shall be allowed to 

ncrease the overall Implementation Plan budget by up to 5 percent, if the increases are allocated to 

lost-effective measures and programs. 

DSMS 

IT IS FURTHER ORDERED that the DSMS shall include: (i) the program spending 

3pproved by this order; and (ii) the Performance Incentive, as calculated in the manner set in the 

last rate case. 

IT IS FURTHER ORDEED that calculation of the DSMS shall take into account the 

surrent DSM bank balance, but shall not include Tucson Electric Power Company’s proposed 

ARRT at this time. 

IT IS FURTHER ORDERED that no waiver of the energy efficiency rules be g r m . d  to 

E P  at this time. 

IT IS FURTHER ORDERED that the DSMS shall be reset to $0.003812 per kWh. 

ddiust Reset and Reportina Requirements 

IT IS FURTHER ORDERED that the current surcharge filing and DSM reporting 

requirement shall be superseded by the reporting requirements of A.A.C. R14-2-2409. 

IT IS FURTHER ORDERED that, in any year during which Tucson Electric Power 

Company does not file an Implementation Plan, or does not address the DSM adjustor reset within 

its Implementation Plan, an adjustor reset application shall be filed separately, no later than 

April 1. 

IT IS FURTE-IER ORDERED that Tucson Electric Power Company file a tarif€ in 

compliance with this Decision within 30 days of the effective date of this Decision. 

... 
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:alculatina Cost-Effectiveness 

IT IS FURTHER ORDERED that, in all future DSM Implementation Plans, Tucson 

{lectric Power Company use the same input values and methodology as Staff for calculating the 

)resent value benefits and costs to determine benefit-cost ratios. 

IT IS FURTHER ORDERED that this Decision shall become effective immediately. 

BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION 

CHAIRMAN COMMISSIONER 

X M M l S  SIONER COMMISSIONER COMMISSIONER 

IN WTNESS WHEREOF, I, ERNEST G. JOHNSON, 
Executive Director of the Arizona Corporation Commission, 
have hereunto, set my hand and caused the official seal of this 
Commission to be affixed at the Capitol, in the City of Phoenix, 
this day of , 2011. 

ERNEST G. JOHNSON 
EXECUTIVE DIRECTOR 

DISSENT: 

DISSENT: 

SM0:JMK:lhmlCH 
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SERVICE LIST FOR: Tucson Electric Power Company 
DOCKET NO. E-01933A-11-0055 

UI. Michael W. Patten 
Roshka DeWulf 8t Patten 
$00 East Van Buren Street, Suite 800 
Phoenix, Arizona 85004 

Mr. Phillip Dion 
rucson Electric Power Company 
3ne South Church Avenue, Suite 200 
Tucson, Arizona 85701 

Mr. C. Webb Crockett 
Mr. Patrick J. Black 
Fennemore Craig, PC 
3003 North Central Avenue, Suite 2600 
Phoenix, Arizona 85012-2913 

Mr. Steven M. Olea 
Director, Utilities Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Ms. Janice M. Alward 
Chief Counsel, Legal Division 
4rizona Corporation Commission 
1200 West Washington Street 
?hoenix, Arizona 85007 

Decision No. 



OPENMEETING , 

TO: 

FROM: 

DATE: 

RE: TUCS( 

M E M O R A N D U M  

THE COMMISSION 

Utilities Division 

February 28,2012 

IN ELECTRIC POW ER 

RQCKEXED 

. COMPANY- APPLICA’I 
ITS 20 1 1-20 12 ENERGY EFFICIENCY IMPLEMENTATION PLAN 
(DOCKETNO. E-01933A-11-0055) 

STAFF UPDATE 

Staff has prepared amendments relating to three alternative proposals: (i) S W s  
Proposed Order, with StafYs Proposed Amendment No. 1 to update the Demand-side 
Management Surcharge (“DSMS”), and Staffs Proposed Amendment No. 2 to establish a 
deferral account to track lost fixed costs arising from Tucson Electric Power energy efficiency 
programs; (ii) Staffs Proposed Order with S t a f f s  Proposed Amendment No. 3, to establish a 
conditional waiver of the 2012 Energy Efficiency Standard and reset the DSMS to reflect the 
lower spending levels; and (iii) TEP’s Proposed Order, revised to reflect TEP’s Proposed 
Modified Implementation Plan, with Staffs Proposed Amendment No. 4. 

Staffs Prouosed Amendment No. 1. The amendment would change the DSMS in the 
Proposed Order from $0.003812 per kwh to $0.003877 per kwh. This change reflects updated 
information from TEP regarding its program spending through December 2011 and a 
recalculation of the DSMS to reflect TEP’s projected sales in 2012. The use of one year of 
projected sales conforms to the terms of the existing Settlement Agreement (Decision No. 
70628). Any over- or under-collection would be taken into account at the next DSMS adjustor 
reset. 

Staffs Proposed Amendment No. 2. The amendment would authorize TEP to defer 
unrecovered fixed costs associated with energy efficiency savings, using a methodology 
approved by S M .  The deferral account would allow TEP, which is currently subject to a 
general rate case stay-out provision, to address the recovery of fixed costs. 

Staffs Proposed Amendment No. 3. The amendment would waive the Energy Efficiency 
Standard for 2012, but not the cumulative 2020 standard, and would reset the DSMS to 
$0.002326. The conditional waiver sets spending at no less than 2010 levels, bases Performance 
Incentives on methodology determined in the last rate case, requires an annual true-up and bases 
recovery from all customers on a per-kWh basis. 

i 
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Staffs Proposed Amendment No. 4. The amendment would address Staff‘s concerns 
(addressed in more detail below) regarding the Modified Implementation Plan proposed by TEP 
(Attached). 

Of the three alternatives, Staff recommends approval of Alternative (i), Staff‘s Proposed 
Order, with Staffs Proposed Amendment No. 1 to update the DSMS, and Staff‘s Proposed 
Amendment No. 2 to establish a deferral account. 

TEP’S PROPOSED MODIFIED IMPLEMENTATION PLAN 

On January 3 1, 20 12, TEP filed its Proposed Modified Implementation Plan (“Modified 
Plan”) which included (i) the programs recommended by Staff at 75% of the proposed budget; 
(ii) an Interim Performance Incentive; (iii) no Authorized Revenue Recovery True-up 
(“ARRT”); (iv) a proposed budget (inclusive of the current uncollected balance and performance 
incentives) of $29,694,240; (v) the 2013 Implementation Plan budget at the same level as 2012, 
but allowing TEP to propose modifications intended to improve 2013 Implementation Plan 
effectiveness; and (vi) a proposed per-kwh Demand-Side Management Surcharge (“DSMS”) of 
$0.003608 for residential customers, with a proposed 4.19% rate for all other customer classes. 
(The 4.19 percent would apply to all charges, except taxes and other governmental charges.) 

TEP states that its proposed Modified Plan provides it with “a reasonable opportunity to 
meet the EE Standard for 2012 and possibly for 2013.” 

Stafs Comments 

True-ug TEP’s proposals regarding the Interim Performance Incentive are based 
significantly on projections of savings, participation and activity levels. Staff notes that actual 
savings, participation and activity levels are likely to vary fiom projections and that these 
variations may impact the amount due the Company from any approved performance incentives, 
in addition to impacting the Demand-Side Management (“DSM’) bank balance (which tracks the 
difference between the amount taken in through the DSM adjustor and actual spending). If the 
Commission approves the Modified Plan, Staff recommends that TEP file for a DSMS reset in 
April of 2013, including a true-up of the Base Performance Incentive and Other Performance 
Metric Incentives, as well as a true-up of any under- or over-collection in the DSM bank balance. 

Verification of Net Benefits. TEP has proposed a Base Performance Incentive based on 
Net Benefits and without a cap based on spending, along with an additional incentive (Other 
Performance Metrics) based partly on Net Benefits per customer dollar spent. TEP should 
include information supporting the Net Benefits claimed for purposes of calculating the true-up 
in the reset application. 

Total New Performance Incentive for 20 12 at 120% of Goal. If the Commission approves 
the ‘Modified Plan, the Interim Performance Incentive should treat $8,695,654 calculated as 120 
percent of the Goal as a hard dollar cap. If Net Benefits are higher than anticipated, it could 
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result in an unpredictable impact on both the Base and the Other Metrics components of the 
Interim Performance Incentive. Designating an explicit cap would control performance incentive 
costs, make them more predictable, and protect ratepayers. 

Total New Performance Incentive for 2012 at 80% of Goal. Under TEP’s proposal, 
should the Company fall short of achieving 80% for any metric that is part of the Interim 
Performance Incentive, the Company would still collect a minimum of 80% on that metric. In 
total, this would mean that the Company would collect at least 80% of the $7,246,379 Goal, or 
$5,797,103, regardless of its performance. 

Staff believes the Interim Performance Incentive should not have a minimum. With any 
minimum, let alone a minimum equal to 80 percent of the Goal, there is a risk that the Company 
could receive a performance incentive that is too high relative to the actual energy savings 
achieved. (For example, it would be inequitable for TEP to receive an Interim Performance 
Incentive equivalent to 80 percent of the Goal, if the savings it actually achieved were equivalent 
to only 50 percent of the Goal.) 

The Company states that its recommended methodology has been proposed, in part, to 
address lost fixed cost recovery. However, for there to be lost fixed costs associated with energy 
efficiency, there have to be savings associated with energy efficiency, meaning sales the utility 
has foregone as a result of the Company’s energy efficiency programs. It makes no sense to 
guarantee recovery for lost fixed costs at a level higher than what the utility may actually 
experience. 

Staff is also concerned that this proposal, with its high guarantee, is not designed to 
incentivize energy efficiency above the “floor.” Generally, more per-unit effort is required to 
achieve savings at the higher levels of energy efficiency, than at the lower levels, where 
efficiency is made easier by the availability of “low hanging fruit.” An Interim Performance 
Incentive which includes a high guaranteed “floor” payment could limit the incentive to achieve 
energy efficiency savings, particularly at higher levels. 

Staff recommends that the Company’s Interim Performance Incentive track with its 
actual achievements with respect to both Net Benefits and Other Performance Metrics. In 
addition, if the actual and verifiable Net Benefits achieved are less than 50 percent of the Goal, 
TEP should be reimbursed for only its prudently incurred costs associated with the portfolio and 
Other Performance Metrics, but should receive no Interim Performance Incentive. 

Basis of the DSMS Charge. Staff modified tables provided by TEP to clarify the 
differing impacts of the per-kWh and bill percentage billing proposals. As both tables 
demonstrate, the 4.19 percent rate proposed by the Company for Non-residential customer 
classes instead of the usual per-kwh rate, would result in impacts that vary markedly among the 
classes, benefitting some at the expense of others. For example, smaller Non-residential 
customers listed in the table would experience a large percentage increase, while the larger Non- 
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residential customers w o c l  see decreases. In order to 
maintain equity, Staff recommends that all customers pay the DSMS on the same per-kwh basis. 

Staff believes this is inequitable. 

Differences in DSM Charge in a Month 

Sample of Nonresidential Customer 
in a winter month 

(201 kWh) 
General Service (GS- 10) 

(5,762,400 kwh and 12,096 kw) 

assessments 
$0.73 $1.82 $1.09 149.3% 

$595.32 $721.52 $126.20 2 1.2% 

$1,968.52 $1,221.68 -$746.84 -37.9% 

$20,790.74 $15,777.45 -$5,013.29 -24.1% 

Monthly Bill Impact of DSM Charge 

Monthly Bill 
with 4.19% of 
bill before Difference 

assessments 

Sample of Nonresidential Customers 
in a winter month 

(20 1 kWh) 
General Service (GS-I 0) $19,245.57 $19,380.89 $135.32 
(165,000 kwh) 
Large General Service 0-13) $35,532.08 $34.701.25 4830.83 
(545,600 kWh and 200 kW). 
Large Light and Power (LLP- 14) $430,323.60 $424,968.91 -$5,354.69 I (5,762,400 k w h  and 12,096 kWj 

% 
Difference 

2.4% 

0.7% 

-2.3% 

-1.2% 

Cost-Effectiveness. The Company has also proposed to amend the language with respect 
to calculating cost-effectiveness. Staff does not concur with TEP's proposal to retain a third 
party and, moreover, this method would be inconsistent with the method for calculating cost- 
effectiveness used with other utilities. Staff has proposed compromise language similar to that 
proposed in the APS Settlement Agreement. 

Recommendation 

Staff recommends that, of the three alternative proposals, the Commission approve 
Staffs Proposed Order, including Staff's Proposed Amendment No. 1 to update the DSMS, and 
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Staffs Proposed Amendment No. 2 to establish a deferral account to track lost fixed costs 
arising from TEP's energy efficiency programs. 

,= ,- I 

Steven M. Olea 
Director 
Utilities Division 

SMO:JMK:kdh\CHH 

ORIGINATOR: Julie McNeely-Kirwan 



I PROPOSED STAFF AMENDMENT NO. 1 

TIMEDATE PREPARED: 

1 COMPANY: Tucson Electric Power Company AGENDA ITEM NO. 

Residential 
Usage 
Summer 
Average 
Winter 
Average 
Annual 
Average 

DOCKET NO. E-l933A-11-0055 OPEN MEETING DATE: 

Current 
kWh/month DSMSkWh 

1100 $0.001249 

680 $0.001249 

880 $0.001249 

Page 58, h e  1, DELETE “$0.003812” and REPLACE WITH “$0.003877” 

Page 58, Lines 3-8, DELETE the existing bill impact table and REPLACE WITH: 

$1.37 $0.003877 $4.26 

Staff 
Current Proposed 

$0.85 $0.003877 $2.64 

$1.10 1 $0.003877 I $3.41 

Page 58, Line 14-1/2, DELETE “$0.003812” and REPLACE WITH “$0.003877” I 
Page 63, Line 4, DELETE “$0.003812” and REPLACE WITH “$0.003877” 

Page 68, Line 18, DELETE “$0.003812” and REPLACE WITH “$0.003877” 

Make all conforming changes. 

THIS AMENDMENT: 
Passed Passed as amended by 

Failed Not Offered Withdrawn 

I 
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STAFF PROPOSED AMENDMENT NO. 2 

TIMEDATE PREPARED: 

COMPANY: Tucson Electric Power Company 

DOCKET NO(S). E-01933A-11-0055 

AGENDA ITEM NO. 

OPEN MEETING DATE: 

I 

Page 57, line 26, INSERT New Findings of Fact: 

“The Energy Efficiency Rules require TEP to reduce its kWh sales. To the extent that 
TEP recovers its fixed costs through its kWh charges, a reduction in kwh sales could affect 
TEP’s ability to recover its fured costs and could therefore negatively affect TEP’s financial 
health. In addition, TEP is currently subject to a general rate case stay-out provision, approved 
by the Commission in TEP’s last rate case.” 

“Staff recommends that TEP be authorized to defer the unrecovered fixed costs related to 
lost revenues associated with energy efficiency savings incurred following the effective date of 
this Decision, for consideration in its next rate case. Tucson Electric Power Company should file 
in this Docket, within 30 days of the effective date of this Decision, its proposed methodology 
for calculating and recording the unrecovered fixed costs. This methodology should be approved 
by Staff before Tucson Electric Power Company may record any amounts in a deferral account. 
Tucson Electric Power Company should file, as a compliance item in this Docket, quarterly 
reports of the account, detailing the current balance and all transactions recorded during the 
quarter, including the calculations used to determine the recorded amounts. The reports should 
be filed each April, July, October and January, covering the preceding calendar quarter.” 

Page 68, line 16, INSERT New Ordering Paragraphs: 

“IT IS FURTHER ORDERED that Tucson Electric Power Company is hereby authorized 
to defer the unrecovered fured costs related to lost revenues associated with energy efficiency 
savings incurred following the effective date of this Decision, for consideration in its next rate 
case. Tucson Electric Power Company shall file in this Docket, within 30 days of the effective 
date of this Decision, its proposed methodology for calculating and recording the unrecovered 
fixed costs. This methodology shall be approved by Staff before Tucson Electric Power 
Company may record any amounts in the deferral account. Tucson Electric Power Company 
shall file, as a compliance item in this Docket, quarterly reports of the account, detailing the 
current balance and all transactions recorded during the quarter, including the calculations used 
to determine the recorded amounts. The reports shall be filed each April, July, October and 
January, covering the preceding calendar quarter.” 

Make all conforming changes. 

THIS AMENDMENT: 
Passed Passed as amended by 

Failed Not Offered Withdrawn 



PROPOSED STAFF AMENDMENT NO. 3 

I 

TIMEDATE PREPARED: 

COMPANY: Tucson Electric Power Company 

DOCKET NO. E-01933A-11-0055 

AGENDA ITEM NO. 

OPEN MEETING DATE: 

On page 57, line 26, INSERT new Findings of Fact: 

252. Although the cumulative 2020 standard should not be waived, compliance with 
the Energy Standard for 2012 should be waived. 

253. The waiver for 2012 should take place under the following conditions: (i) 
spending for the energy efficiency portfolio should not decrease below the level recorded for 
2010 in the Semi-Annual Progress Report filed on March 1, 201 1 (exclusive of the cost for the 
baseline study); (ii) the Performance Incentives for 2010 and 201 1 should be calculated based on 
actual spending during those years, and on the current methodolbgy, as determined in the last 
rate case; (iii) the 2012 Performance Incentive should be projected based on 2010 spending 
levels and using the current methodology, as determined in the last rate case; (iv) all projections, 
including the projected Performance Incentive, must be trued-up at the next reset; and (v) the 
DSMS should be calculated on a per-kwh basis based on projected annual kwh sales for 2012 
(adjusted for Lifeline sales), and should include the current under-collected balance, the 
projected 2012 spending level and the Performance Incentives as described in this paragraph. 

254. For future resets, the DSMS should be reset annually either in an implementation 
plan or in a separate application filed no later than April 1. The EE rules require an 
implementation plan to be filed by June 1 in every odd year, but the utility has the option to file 
annually. In years when the utility does not file an implementation plan, TEP should file for a 
reset of the adjustor rate, or file to indicate why a reset is not necessary. 

255. Based on the above, the DSMS should be set at $0.002326. 

Page 58, line 1, DELETE “$0.003812” and REPLACE WITH “$0.002326” I 

THIS AMENDMENT: 
Passed Passed as amended by 

Failed Not Offered Withdrawn 
I I 



PROPOSED STAFF AMENDMENT NO. 3 

TIMEDATE PREPARED: 

COMPANY: Tucson Electric Power Company 

DOCKET NO. E-01933A-11-0055 

AGENDA ITEM NO. 

OPEN MEETING DATE: 

Current 
Bill 
Impact/month 

Page 58, Lines 3-8, DELETE the existing bill impact table and REPLACE WITH: 

Bill Impact 
of DSMS 

DSMS with with 
Conditional Conditional 
Waiver Waiver 

Residential 
Usage 
Summer 
Average 
Winter 
Average 
Annual 
Average 

Current 
DSMS/kWh 

$0.00 1249 

$0.001 249 

$0.001249 

kWmonth 

1100 

680 

880 

$1.37 $0.002326 $2.56 

Page 58, Line 14-1/2, DELETE “$0.003812” and REPLACE WITH “$0.002326” 

Page 63, Line 4, DELETE “$0.003812” and REPLACE WITH “$0.002326” 

Page 68, DELETE Lines 16-17 

Page 68, Line 18, DELETE “$0.003812” and REPLACE WITH “$0.002326” 

THIS AMENDMENT: 
Passed Passed as amended by 

Failed Not Offered Withdrawn 



PROPOSED STAFF AMENDMENT NO. 3 

TIMEDATE PREPARED: 

COMPANY: Tucson Electric Power Company 

DOCKET NO. E-O1933A-11-0055 

AGENDA ITEM NO. 

OPEN MEETING DATE: 

On page 69, line 5, INSERT New Ordering Paragraphs: 

“Waiver 

IT IS FURTHER ORDERED that Tucson Electric Power Company is granted a waiver 
from the Energy Efficiency Standards for 2012, but that the Company is not granted a waiver 
from the cumulative 2020 Energy Efficiency Standard. 

IT IS FURTHER ORDERED that annual spending for the energy efficiency portfolio 
should not decrease below the level recorded for 2010 in the Semi-Annual Progress Report filed 
on March 1 , 201 1 (exclusive of the cost for the baseline study). 

IT IS FURTHER ORDERED that the Performance Incentives for 20 10 and 20 1 1 should 
be calculated based on actual spending during those years and calculated using the current 
methodology, as determined in the last rate case. 

IT IS FURTHER ORDERED that the 2012 Performance Incentive should be projected 
based on 2010 spending levels and calculated using the current methodology, as determined in 
the last rate case, and trued-up at the next reset. 

IT IS FURTHER ORDERED that the DSMS should be calculated on a per-kWh basis 
based on projected annual kwh sales for 2012 (adjusted for Lifeline sales), and should include 
the current under-collected balance, the projected 2012 spending level as described in Finding of 
Fact No. 253 and the Performance Incentives as described in Finding of Fact No. 253. 

IT IS FURTHER ORDERED that Tucson Electric Power Company file annually for a 
reset, or to indicate that a reset is not necessary, either in an implementation plan or in a separate 
application filed no later than April 1 each year, beginning in 2013, until further order of the 
Commission. 

Make all conforming changes. 

THIS AMENDMENT: 
Passed Passed as amended by 

Failed Not Offered Withdrawn 



PROPOSED STAFF AMENDMENT NO. 4 
(TO COMPANY’S PROPOSED MODIFIED IMPLEMENTATION PLAN) 

TIh4EDATE PREPARED: 

C0MPANY:TUCSON ELECTRIC POWER COMPANY AGENDA ITEM NO. 

DOCKET NO(S). E-01933A-11-0055 OPEN MEETING DATE: 

Page 63, Line 23, M e r  “Plan” INSERT “, as modified by the Commission,” 

Page 65, Line 9, After “will” DELETE “be banded at 80% to 120% of the target performance 
incentive of $7,246,379.” and REPLACE WITH: 

“have a target performance incentive of $7,246,379, with a hard dollar cap at 120% of the target, 
equal to $8,695,654. With the exception of the hard dollar cap, the Company’s Interim 
Performance Incentive should track with its actual achievements with respect to both Net 
Benefits and Other Performance Metrics. In addition, if the actual and verifiable Net Benefits 
achieved are less than 50% of Goal, TEP should be reimbursed for its prudently incurred costs 
associated with the portfolio and Other Performance Metrics, but should receive no Interim 
Performance Incentive. ” 

Page 67, Line 5, After “Implementation Plan.” INSERT: 

“However, TEP will file for a reset of the DSM adjustor mechanism in April of 2013, and 
include a true-up of the Interim Performance Incentive based on actual Net Benefits achieved, as 
well as a true-up of any over- or under-collection. Included with the reset filing must be 
information supporting the Net Benefits claimed for purposes of calculating the true-up.” 

Page 67, Line 8-1/2, After “to $0.003608 per kWh” DELETE “for residential customers and to 
a 4.19% rate on all charges (except taxes and other governmental assessments) for all other 
customer classes.’’ and REPLACE WITH “for all customer classes.” 

** Make all conforming changes 

THIS AMENDMENT: 
Passed Passed as amended by 

Failed Not Offered Withdrawn 



PROPOSED STAFF AMENDMENT NO. 4 
(TO COMPANY’S PROPOSED MODIFIED IMPLEMENTATION PLAN) 

TIME/DATE PREPARED: 

C0MPANY:TUCSON ELECTRIC POWER COMPANY 

DOCKET NO(S). E-01933A-11-0055 

AGENDA ITEM NO. 

OPEN MEETING DATE: 

Page 68, Line 1, After “Plan” INSERT “, as modified above,” 

Page 73, Line 22, After “Modified Implementation Plan” INSERT “, as modified herein” 

Page 73, Line 26, After “reset to $0.003608 per kwh” DELETE “for residential customers and 
to a 4.19% rate on all charges (except taxes and other governmental assessments) for all other 
customer classes.” and REPLACE WITH “for all customer classes.” 

Page 74, DELETE Lines 12 through 26, INSERT New Ordering Paragraph 

“IT IS FURTHER ORDERED that “Tucson Electric Power Company shall use the inputs 
and methodology that Commission Staff uses when calculating the present value of benefits and 
costs for DSM measures in its Societal Cost Test. Commission Staff will regularly re-evaluate 
such inputs and methodologies, considering comments from Tucson Electric Power Company 
and other stakeholders.” 

** Make all conforming changes 

THIS AMENDMENT: 
Passed Passed as amended by 

Failed Not Offered Withdrawn 
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BEFORE THE ARIZONA CORPORATION COMMISSION 

GARY PIERCE 
Chairman 

BOB STUMP 
Commissioner 

SANDRA D. KENNEDY 
Commissioner 

PAULNEWMAN 
Commissioner 

BRENDA BURNS 
Commissioner 

N THE MATTER OF THE APPLICATION 
OF TUCSON ELECTRIC POWER 

20 12 ENERGY EFFICIENCY 
[MPLEMENTATION PLAN 

COMPANY FOR APPROVAL OF ITS 201 1- 

TEP’s Proposed Modified 
Implementation Plan 

DOCKET NO. E-01933A-11-0055 

DECISION NO. 

ORDER 

Open Meeting 
December 13 and 14,201 1 
Phoenix, AI~ZOM 

BY THE COMMISSION: 

FINDINGS OF FACT 

1. Tucson Electric Power Company (“TEP” or “the Company”) provides electric service 

within portions of Arizona, pursuant to authority granted by the Arizona Corporation Commission 

:“Commission”). 

2. TEP provides service in the counties of Cochise and Pima The Company has 

approximately 400,000 customers, 365,000 of whom are Residential and 36,000 of whom are 

Commercial or Industrial, along with a small number of Mining, Public Street and Highway 

lighting and Resale customers. 

Implementation Filing 

3. On January 31, 2011, TEP filed its application for approval of the Company’s 

Energy Efficiency Implementation Plan for 201 1-2012 (“Implementation Plan”). On August 22, 

201 1 , the Company filed updated information concerning several elements of the original filmg, 

including the Residential Financing Program, the budgets, Implementation Plan savings, the 
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4uthorized Revenue Requirement True-up (“ARRT”) and the Demand-side Management 

:‘DSM’) Adjustor. 

4. The Implementation Plan and updated filing address the following issues and 

2ompany proposals: 

i. 

.. 
11. 

iii. 

iv. 

TEP Portfolio of Programs for 2OI1-2012. The existing and proposed DSM 
programs and measures proposed for the Company’s DSM through the 2012 
program year; 

DSM Performance Incentive. TEP is proposing a performance incentive of 
$16.4 million for two years, based on a modification of the performance 
incentive structure. 

Authorized Revenue Requirement True-up (“ARRT‘Y Mechanism. The ARRT 
Mechanism is intended to recover the revenue requirements associated with 
energy efficiency kwh savings until approval of decoupling or a similar 
mechanism in the Company’s next rate case. TEP has proposed an updated 
ARRT of $16.7 million over two years; and 

Proposed Demand-Side Management (“DSM”) Surcharge (“DSM ’7. The 
proposed DSMS is the rate, per kwh, at which the Company would recover its 
proposed DSM costs, DSM Performance Incentive, and ARRT. 

?cope and Structure of Proaram Review 

5. &istin& and Proposed P r o p a m .  The TEP Implementation Plan is organized into 

OUT parts: (i) Residential; (ii) Commercial; (5) Behavioral; and (iv) Support. For purposes of 

eview, each sector has been addressed in the above order: New (Proposed) and Existing (with 

nodifications proposed) programs and Existing (without modifications proposed). The programs 

Lave been reviewed in the order indicated by Program Description Tables 1-4, herein. 

6.  Summanzed ’ descriptions are provided for existing programs, but the focus of 

;&iff‘s review and analysis was new programs, proposed changes to existing programs and new 

mplementation Plan components or enhancements, along with the Company’s proposals regarding 

he ARRT and the methodology for calculating the DSMS. Measures previously determined by 

;taff to be cost-effective were re-evaluated for cost-effectiveness if current information indicated 

hat re-evaluation was necessary. Information from the August 201 1 update has been incorporated 

nto this review. 
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TEP Implementation Plan. The tables below list programs by sector, and indicat 7. 

vhether each program is new (proposed) or existing (with or without proposed modifications). 

lrief description is also provided. More detailed program descriptions are presented herein, in th 

lrder indicated in the following tables. 

Appliance Recycling New (Proposed) 

New (Prouosed) 

Efficient Products Existing, with additional 
measures proposed 

Existing Homes and Audit 

idential W A C  P 
modifications proposed 

Removes and recycles inefficient refrigerators and freezers. 

Promotes direct install of energy efficient measures at apartment 
complexes consisting of more than four apartments. 
Program currently promotes CFLs. The Company has proposed 
including advanced power strips, and energy efficient pool 
pumps and timers. 

Assists in making low-income homes more energy efficient 

Promotes the building of more efficient new homes. 

Promotes energy efficiency in existing homes. 

Promotes planting of desert-adapted shade trees in locations 
designed to enhance enera  efficiency. 

Reduced use of AC units through Utility control. 
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Existing, with new 
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Existing, with new 
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Existing, no 
modifications proposed 
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Commercial New Construction 

24 

Existing, with proposed 
new measure 
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Education and Outreach 

Support and Program 
Development 

27 

28 

these codes. 
Education programs designed to increase participation in the 
TEP Implementation Plan and promote changes in behavior. 

Existing. 0 n - b ~  
Energy Audits and 
Academic Education 
components transferred 
to Behavioral 
Comprehensive sector 
programs. 
Existin& tracks with 
portfolio program 

Costs for program design, development and resources necessary 
to meet reporting requirements of the EE Standard 

reqUirwn€ZltS 
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I 

Enerw Codes Enhancement ] seeks to improve the level of compliance with existing local I 

3UDGETS: 2011 and 2012 

8. Below are the proposed budgets for the TEP Implementation Plan, by sector, 

rogram and category for 201 1 and 2012. Although the budgets for two years are included herein, 

le programs will not conclude at the end of those two years but, instead, will continue until 

urther Commission action. The Implementation Plan budgets were updated in August 201 1, in 

ae Notice of Filing Updated Information In Support of [the] 2011-2012 Electric Energy 

%iciency Implementation Plan. The tables below reflect the updated budgets. 
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9. Proposed costs for the DSM pedonnance incentive and the ARRT are not included 

in this table. 

UPDATED TEP EE IMPLEMENTATION PLAN BUDGET 201 1 TABLE 

:or the Low-Income Weatherization Program, payments to the community action agencies responsible for managing and 
iplementing the weatherization projects are classified as incentives. 

Whough classified as delivery costs by the Company, this budgetary item relates more to overall Implementation 
an management than to the delivery of specific programs. 
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UPDATED TEP EE IMPLEMENTATION PLAN BUDGET 2012 TABLE 

Percentage 
of Total 
Budget 8 Yo 1% 3% 10001 54 YO 33% 

SAVINGS: 201 1 AND 2012 

10. TEP reports that the Company anticipates meeting the EE standards for both 201 1 

and 2012. Based on the August 2011 filing, the Company anticipates total savings of 

approximately 311,146,000 kwh (or 311,126 Mwh) for 2011 and 2012. The following table 
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lows TEP’s projected savings by year, and the percentage of cumulative savings, as compared to 

e previous year’s retail sales (2010 retail sales are actual, but 201 1 sales are forecast). 

Year 
2010 

Retail Energy 
Sales (Mwh) 

9,29 1,788 
9,3 3 5,23 7 * 135,781 175,365 

135,781 I .46% 1.25% 
311,146 3.33% 3 .OO% 

ESIDENTIAL PROGRAMS 

I APPLIANCE RECYCLING 

11. Proaam Description. TEP’s proposed new Appliance Recycling Program 

Appliance Program”) is designed to remove and recycle inefficient working rejtigerators and 

:ezers. TEP cites national studies indicating that approximately 20% of customers have at least 

Le secondary inefficient refrigerator or freezer in their home, suggesting a significant potential for 

Lergy savings in this sector. The goal is to recycle 5,400 Units per year, for 201 1-2013. The 

ppliance Program would offer residential customers a $35 incentive, plus fiee pick-up %and 

cycling for working, but inefficient, refrigerators and freezers. 

12. The Appliance Recycling Program permanently removes inefficient appliances that 

ight otherwise remain in service, either at the customer’s home, or elsewhere through donation or 

sale. In addition, the recycling program removes the usual barriers to taking these appliances 

Erie by eliminating both the cost and the inconvenience associated with disposing of inefficient 

Ipliances. 

13. Proaram Obiectives and Rationale. Second refrigerators and freezers are usually 

der models and are often less efficient and more costly to operate than up-to-date efficiency 

pliances. TEP estimates an average monthly dollar savings of $8.47 for refrigerators and $6.55 

r fteezers for its customers. Savings can go higher. For example, the TEP Green Energy site 

timates that a standard, non-Energy Star side-by-side standard refrigerator (15 to 20 years old), 
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of the components and materials are recycled or “eliminated in an environmentally responsible 

way.” 

20. Cost-Effectiveness. Based on Staff‘s analysis, the refrigerator measure has a 

benefit-cost ratio of 2.91 and the freezer measure has a benefit-cost ratio of 2.21, making both 

measures cost-effective. 

21. Staff Recommendation. Staff has recommended that the TEP Appliance Recycling 

Program be approved and that it include both the refrigerator and freezer measures. 

22. Staff has also recommended that the Company offer a $30 incentive, rather than the 

E35 incentive proposed, but that the overall budget for incentives not be decreased. A $30 

incentive would be consistent with the incentives offered under the Arizona Public Service 

Company (“APS’) and the Salt River Project (“SRP”) appliance program, and would allow more 

IEP customers to participate, potentially removing more inefficient appliances from the grid, 

(The proposed total incentive budget is $189,000. A per-unit incentive of $35 would allow 5,400 

TEP customers to participate, while an incentive of $30 would allow 6,300 to participate.) 

23. Staff has also recommended that the Appliance Recycling Program be expanded to 

include non-residential customers with extra working refrigerators or freezers eligible for 

recycling, with the same limit of two appliances per year, per customer. Expanding eligibility to 

non-residential customers with eligible appliances would provide more TEP customers, 

particularly small businesses, with an opp0rhmiI.y to participate in the Appliance Recycling 

Program. Such expanded eligibility potentially enhances participation levels and could help to get 

additional inefficient appliances permanently off the grid. 

B. Multi-Family Housing Efficiency Program 

24. P r o a m  DescriDtion. The proposed new Multi-Family Housing Efficiency 

Program (“Multi-Family Program”) would promote energy efficiency in the residential multi- 

Eamily sector, to properties with five or more units. The Multi-Family Program is designed to 

overcome barriers typical to the multi-family housing market, which has limited participation in 

energy efficiency programs. 

. . .  
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25. The Multi-Family Program would offer property owners and managers the 

%llowing options: (i) direct installation of CFLs, low-flow showerheads and faucet aerators; and 

lii) improvements to common areas handled by the Small Business Direct Install Existing 

'acilities ("SBDIEF") Program. Once the Multi-Family Program has ramped up and matured, 

rEP will look into developing a third track for existing complexes that are not part of a major 

Benovation or rehabilitkion. If cost-effective, and if approved by the Commission, this third track 

would focus on improvements to the building shell, including insulation and air sealing. 

26. Obiectives and Rationale. Multi-family housing offers large potential savings 

hrough economies of scale, but this has been a difficult sector to reach, in part because owners 

nay not directly benefit from improving energy efficiency. By reducing key market barriers and 

argeting key decision makers, the Multi-Family Program may produce energy savings in this 

mder-addressed market segment. 

27. The objectives of the Multi-Family Program are to: 

0 Reduce peak demand and overall energy consumption in the multifamily housing 
market segment; 

0 Promote energy efficiency retrofits of both dwelling units and common areas in 
this market segment; 

Increase overall awareness about the importance and benefits of energy efficiency 
improvements to the landlord and property ownership community; and 

0 Help meet the energy savings targets of the TEP DSM Implementation Plan. 

28. Budpet. See TEP EE Implementation Plan Budget Table, herein, which lists the 

ector, projected costs per category, and total budget for each program. 

29. Delivery and Marketinp Stratem. Delivery of the direct installation, rehabilitation 

nd new construction components of the Program will be handled by an implementation 

ontractor. 

30. Marketing and communications strategies will include website updates, local 

lewspapers and radio, bill messages and bilI inserts, training seminars, call center on-hold 

nessages, direct mail promotion, outreach to rental housing industry associations, and wark with 
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contractors and industry specialists. A primary emphasis will be placed on larger, older, and less 

efficient complexes. 

31. Program Analvsis/Issues. Barriers to energy efficiency programs in the multi- 

family market segment include: (i) split incentives, (ii) lack of capital, and (iii) lack of information 

about energy efficiency improvements. These barriers are described in more detail, below. 

32. Split Incentives. “Split incentives” describes the problem that arises in promoting 

energy efficiency in rental units. The builders who construct rental properties, and the owners who 

would be responsible for upgrades, do not usually pay the energy bills. Consequently, builders and 

owners do not directly benefit from the lower energy costs that arise from investing in efficiency 

measures, reducing or eliminating their incentive to participate in energy efficiency programs. At 

the same time, the renters who would benefit from lower energy bills have no direct influence over 

original construction and, with respect to renovations or retrofits, may not have the authority, the 

incentive or the means to invest in energy efficiency for housing they do not own. 

33. Lack of Capital and Awareness. Other problems can include a lack of capital for 

improvements and a lack of awareness about energy efficiency. The Multi-Family Program would 

address both through direct installation of low cost energy eEciency improvement in existing 

complexes and through energy efficiency improvements to common areas through the Small 

Business Direct Install Existing Facilities Program. 

34. Commercial Versus Residential Multi-Family Housing. Another issue is that 

ownership and decision-making tends to vary for multi-family housing, depending on the number 

of units. Properties with 2-4 dwelling units typically fall under residential financing guidelines 

and, for these smaller properties, the decision-makers are usually individuals. Larger properties 

with 5 dwelling Units or more typically fall under commercial lending guidelines and decision- 

makers (at least for larger complexes) are typically corporate, institutional, or trusts (e.g., Real 

Estate Investment Trusts). As such, the decision-making process and access to capital varies 

between these two market segments. With this distinction in mind, the Company believes that the 

2-4 unit market segment can be best served by the Residential Existing Home and Audit Direct 

... 
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Install Program, while the 5+ Multifamily Housing market segment would be served by the 

proposed Multifamily Program. 

35. Cost-Effectiveness. Based on Staffs analysis, the benefit-cost ratio for each of the 

three proposed direct install measures is approximately 2.1, making all three measures cost- 

effective. 

36. As noted elsewhere, improvements to common areas will be a part of the Small 

Costs and savings associated with the Business Direct Install Existing Facilities Program. 

common area improvements will, accordingly, be tracked as a part of that program. 

37. Staff Recommendation. Staff has recommended that the proposed Multi-Family 

Program be approved, but that older, less efficient and low-income complexes be a primary focus 

for the Multi-Family Program’s activities. 

RESIDENTIAZl EXISTING PROGRAMS WITH PROPOSED MODIFICATIONS) 

C. Efficient Products 

38. Program Description. This is an existing Residentid program previously approved 

by the Commission in Decision No. 70383 (June 13, 2010), with proposed new measures. The 

Efficient Products Program (formerly called the CFL Buy-Down Program) would promote the 

purche of energy efficient retail products through in-store buy-down promotions. In addition to 

the existing CFL measure, four new measures are proposed for the Efficient Products Program, 

beginning in 2012. The measures and proposed incentives are as follows: (i) Variable Speed Pool 

Pump ($200 per unit); (ii) Pool Pump Timer ($75 per unit); (iii) Residential LED light ($30 per 

bulb) and (iv) Advanced Power Strips ($10 per sensor). CFL incentives vary by type of CFL, but 

he average is $1.14 per Unit. 

39. Program Obiectives and Rationale. The new measures will offer residential 

:ustornets additional opportunities to increase energy efficiency. The Efficient Products Program 

xomotes market transformation through retail partnerships, training for retail staff, and increased 

;tacking and selection of efficient retail products. 

40. Budget. See TEP EE Implementation Plan Budget Table, herein, which lists the 

;ector, projected costs per category, and total budget for each program. 
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41. Delivery and Marketing. TEP is not proposing any significant changes in 

mplementation approach or delivery strategy, except for the addition of new measures starting in 

!012. Delivery channels for the new measures will continue to be via a combination of both buy- 

l o w  and possible mail-in rebates with participating retailers. Program marketing is primarily 

hrough mass-market channels (e.g., radio, newspaper, website, etc.) and through education and 

raining of participating retailers. 

42. Proaam Analvsisflssues. While there are reports questioning the life expectancy of 

ZFLs in practice, there is currently very little actual study data on the lifespan of CFLs. 

Verification testing requires only that eight out of ten units operate for 40% of rated life.) 

issumptions regarding the lifespan of CFL measures should be re-evaluated for the Company's 

iext Implementation Plan, and any changes to these assumptions should be incorporated into cost- 

:ffectiveness and savings calculations for the Efficient Products Program. . 

43. Cost-Effectiveness. To be cost-effective, an energy efficiency measure should have 

i benefit-cost ratio above 1.0, based on a comparison of avoided costs with costs incurred to 

>urchase and deliver an energy efficiency measure. The existing CFL measure was found to be 

:ost-effective when it was approved, with a 1.6 benefit-cost ratio, and the most recent semi-annual 

ISM filing (for January through June 201 1) reported demand and energy savings for 2010 that 

were significantly above projections, indicating a higher than anticipated benefit-cost ratio. 

44. Three of the proposed new measures have benefit-cost ratios above 1.0, while one 

ioes not. The Variable Speed Pool Pump has a benefit-cost ratio of 1.4, the Advanced Power 

hips have a benefit-cost ratio of 1.8, and the Pool Pump Timer measure has a benefit-cost ratio of 

L.4. The Residential LED light has a benefit-cost ratio of 0.77, well below 1 .O. The lower benefit- 

:ost ratio is largely due to energy savings that are low compared to the cost of the measure. 

45. Staff Recommendations. 

Staff has recommended that the Efficient Products Program be approved, and 
continue to offer CFLs, with the addition of the Variable Speed Pool Pump, 
Advanced Power Strip and Pool Pump Timer measures. 

0 Staff has also recommended that the Residential LED Light measure not be 
approved at this time, but that the budget associated with Residential LED Light 
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measure be re-allocated to the Efficient Products Program measures approved 
by the Commission. 

0 StdT has recommended that the lifespan of CFL measures should be re- 
evaluated for the Company’s next Implementation Plan, and any changes to 
these assumptions be incorporated into cost-effectiveness and savings 
calculations for the Efficient Products Program. 

D. Low-Income Weatherization 

46. P r o m  Description. The Low-Income Weatherization (“LIW”) Program is an 

existing program designed to conserve energy and lower utility bills for TEP households with 

limited incomes. The primary goal of the LIW Program is to fund weatherization for low-income 

homes, to reduce energy costs and improve comfort and safety for low-income customers. The 

LIW Program also conserves energy, and reduces both electric and gas consumption. 

47. Promam Objectives and Rationale. The objective of the Program is to coordinate 

with the Ari~ona Energy Office (now the Governor’s Office of Energy Policy (“OEP”)) to follow 

state Weatherization Assistance Program d e s  in using TEP ratepayer funds to lower household 

energy consumption for low-income customers and increase the number of weatherized homes. 

48. Budnet. See TEP EE Implementation Plan Budget Table, herein, which lists the 

sector, projected costs per category, and total budget for each program. 

49. Deliverv and Marketing Strategy. The Program is delivered through the Tucson 

Urban League (“TUL”) and Pima County Community Services (“PCCS”). Due to the popularity 

of the Program, revenues are not allocated to advertising and promotion. Promotion takes place 

through presentations to community organizations, through information left at community and 

recreation centers, and through calls directed from TEP. TEP also promotes the Program on its 

website and through speaking engagements and outreach presentations. 

50. Propram Analvsis/Issues. TEP is proposing to tie the eligibility level for the TEP 

LIW Program to the eligibility level set for the federal Low-Income Home Energy Program 

(“LIHEAP”). Currently, eligibility for the TEP LIW Program is set at 150 percent of the federal 

poverty level, while the federal LMEAP eligibility level is set at 200 percent. Increasing the TEP 

LIW eligibility level would allow the Program to serve more customers, and tracking the TEP 
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level with the level set by LIHEAP (whether increasing or decreasing) would s t r e d i n e  the 

administrative process for community action agencies delivering the Program. 

5 1. Cost-Effectiveness. The benefit-cost ratio for the Low-Income Weatherization 

Program is 1.03, slightly above the level required for cost-effectiveness. 

52. Staff Recommendation. The Low-Income Weatherization Program enhances the 

energy efficiency of low-income Residential household on a cost-effective basis, reducing utility 

costs and improving the health and safety for low-income customers. 

0 StafT has recommended that the Low-Income Weatherization Program be approved 
for continuation as part of TEP’s Implementation Plan. 

- 0 Staff has also recommended that TEP be allowed to tie the eligibility level for the 
TEP L W  Program to the eligibility level set for the federal Low-Income Home 
Energy Program (“LI””), so that the eligibility levels remain consistent over 
time. 

E. Residential New Construction 

53. Promam Description. The Residential New Construction Program, also known as 

the Zero Net Energy Homes Program, is a continuation of the existing program design that was 

approved by Decision No. 71638 (April 14,2010). The Residential New Construction Program is 

designed with an incentive schedule that awards larger incentives for more efficient homes. The 

incentive schedule for the Residential New Construction Program provides a $400 incentive for 

each Tier 1 home, a $1,500 incentive for each Tier 2 home, and a $3,000 incentive for each Tier 3 

home. 

54. To quahfy for an incentive, homes must be tested by an approved energy rater, and 

meet one of the three tiers in the Program based on a Home Energy Rating System (“HERS”) 

hdex score. On the HERS index scale, a score of 100 is considered the average efficiency of 

baseline new construction, while a HERS index score of 0 represents a home that produces all of 

its energy through on-site generation from renewable energy. In other words, the lower the HERS 

score, the more efficient the home. Under the Residential New Construction Program, Tier 1 

requires a minimum HERS score lower than or equal to 85, Tier 2 requires a HERS score lower 

than, or equal to, 70, and Tier 3 requires a HERS score lower than, or equal to 45. 
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55. Program Obiectives and Rationale. The objectives of the Residential New 

Construction Program are to advance energy efficient building practices through builder training, 

and to increase customer awareness of the benefits associated with energy efficient construction, 

combined with application of renewable technologies, such as solar photovoltaic and solar hot 

water systems consistent with achieving the goals of the Arizona Renewable Energy Standard. 

56. Budget. See TEP EE Implementation Plan Budget Table, herein, which lists the 

sector, projected costs per category, and total budget for each program. 

57. Delivery and Marketing Straterry. Program delivery is provided by TEP staff, and 

participation of independent RESNET approved home energy raters. TEP provides outreach to 

targeted builders, conducts builder training on marketing ENERGY STAR homes and on the 

ENERGY STAR performance standard, and mentors participating builders and raters. 

58. The Program is marketed to select builders primarily through direct business-to- 

business contacts. The Program is marketed to consumers at home shows, parade of homes, and 

3ther events focused on homebuilding as advertised through mass market and targeted media 

mtlets. 

59. Pronram Analvsis/Issues. In Decision No. 71638, Tier 2 and Tier 3 were added to 

the existing Residential New Construction Program, with monetized carbon values taken into 

account in calculating cost-effectiveness. (TEP included potential costs of complying with carbon 

dioxide (C02) regulation in its benefit-cost calculations.) Without the monetized carbon value, 

Tier 2 had a benefit-cost ratio of 0.75, well below the 1.0 benefit-cost ratio required for cost- 

effectiveness. No benefit-cost analysis of Tier 3 was done because, according to information 

provided by TEP, the only difference between Tier 2 and Tier 3 were the additional costs for solar 

measures. 

60. Staff did not recommend approval of the Zero Net Homes Program, as proposed, 

but found that Tier 2 had a benefit-cost ratio of 1.1 , if the Company’s lowest proposed C02 value 

was included. 

61. The Commission approved the Zero-Net Energy Homes Pilot Program in April 

2010, stating “The Commission believes that TEP’s Pilot Program advances the Company’s efforts 
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with regard to energy efficiency and broadens its current program offerings.” The Decision also 

noted that “inclusion of a modest C02 value in determining the proposal’s cost effectiveness is 

appropriate, particularly for a pilot project and in light of likely Federal action addressing carbon 

within the proposed pilot project timefiame.” 

62. To date, no federal action has taken place which creates a clearly monetized value 

for the avoided costs of complying with carbon dioxide regulation. Without a monetized value, 

Staff practice has been to assume that the value of avoided emissions, although unknown, is 

greater than zero, and likely to make measures with benefit-cost ratios close to 1 .O cost-effective in 

practice. 

63. Cost-Effectiveness. Benefit-cost ratios for the three New Residential Construction 

tiers were re-evaluated to deterrnine cost-effectiveness based on current information, and taking 

into account the absence of federal regulations regarding carbon. Staff included gas savings for 

Tier 1 and Tier 2 (for duel fuel homes) when calculating updated cost-effectiveness. 

64. Based on the Societal Test, and without monetized carbon values, the benefit-cost 

ratio for Tier 1 homes is 1.17, making the Tier 1 measure cost-effective. The benefit-cost ratio for 

Tier 2 is 0.88, making Tier 2 too low to be considered cost-effective, even taking into account the 

non-monetized environmental savings. 

65. Staff Recommendation. Staff has recommended that the Tier 1 measure be 

approved for continuation, but has recommended that the Tier 2 and Tier 3 measures not be 

continued. If the Commission does not approve the Tier 2 and Tier 3 measures, Staff has 

recommended that they be discontinued once the Residential New Construction Program has met 

its existing commitments for Tier 2 and Tier 3 homes. 

F. Existing Homes and Audit Direct Install 

66. Program Description. The Existing Homes and Audit Direct Install (“Existing 

Homes”) Program is an existing program that replaced the former Residential W A C  Program 

(approved by Decision No.72028 in December 10, 2010). No modification of this Program is 

being proposed in the current filing. 

. . .  
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67. The Existing Homes Program is targeted to existing homes in need of energy 

efficiency improvements. The Program has two components, an initial energy audit with direct 

install of CFLs and advanced power strips, followed by identification of actionable, larger scale 

home energy efficiency improvements and referral to local Building Performance Institute (“BPI”) 

certified contractors to implement major home energy improvements such as insulation, air-sealing 

and WAC. Rebates are paid to contractors for HVAC and thermal envelope measures, with 

incentives ranging fkom $250 to $1,700 per measure. The current average total incentive per 

participating home is approximately $1,000. TEP plans to submit the Existing Home Program to 

EPA with a request to uGlize EPA labeling as Home Performance with ENERGY STAR. 

68. Prowam Obiectives and Rationale. The Existing Homes Program achieves energy 

and demand savings fiom the installation of energy efficient measures and contributes toward 

transforming the industry to emphasize best practice building science principles. The Existing 

Homes Program invests in training and mentorship of participating contractors to understand the 

.‘house as a system” building science and to achieve BPI certification. TEP has included a 

Residential Financing Pilot Program in this Plan for 201 1-2012 which will be used to enhance 

participation in this program. 

69. Budget. See TEP EE Implementation Plan Budget Table, herein, which lists the 

sector, projected costs per category, and total budget for each program. 

70. Delivery and Marketing Stratew. TEP provides program management oversight 

and marketing. A third party implementation contractor will be responsible for recruitment, 

training, and mentorship of participating contractors and trained energy auditors, data tracking, 

rebate processing and technical support. Auditors will provide referrals to BPI certified 

contractors and referral information will be reported to TEP. Measure installation to residential 

customers will be provided by participating independent contractors. In 2011-2012, program 

delivery will be coordinated with APS and Southwest Gas Corporation (“Southwest Gas”) to 

address programming overlap among the utilities. 

71. TEP provides program marketing and customer awareness-building through website 

promotion, community interest groups, mass-market channels (e.g. radio, newspaper, etc.), 

Decision No. 



I 

1 

2 

3 

4 

5 

6 

7 

8 

10 

, 1 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

?age 19 Docket No. E-01933A-11-0055 

xochures and bill inserts, high bill inquiries, trade ally marketing efforts, contractor enrollment 

md training 

72. Cost-Effectiveness. The enhanced Existing Homes Program was approved in 

December 2010, with a benefit-cost ratio of 1.06, making the Program cost-effective. No 

nodifications of the Program have been proposed, so a re-calculation of cost-effectiveness was not 

iecessary. 

73. Staff Recommendation. Staff has recommended that the Existing Homes and Audit 

Direct Install Program be approved for continuauce. 

G. ShadeTree 

74. Program DescriDtion. The Shade Tree Program is an ongoing element of the 

[mplementation Plan, approved in Decision No. 70455 (August 6, 2008). No modifications have 

been proposed for the Shade Tree Program. The Shade Tree Program promotes energy 

sonsemation and environmental benefits by motivating customers to plant desert-adapted trees in 

locations where the trees will provide shade and reduce W A C  load. TEP customers are allowed 

to purchase shade trees for $8.00 per tree, if they agree to plant the trees on the east, west, or south 

sides of their homes. 

75. Program Objectives and Rationale. The objectives of the Program are to promote 

the strategic planting of trees to provide shade, thereby reducing the cooling load of homes and 

associated energy usage and to educate school-age children and the public on the conservation and 

zwironmental benefits of planting trees. 

76. In addition, there are Community and the Schools tree planting projects, but these 

must meet the planting criteria outlined for planting residential trees. 

77. Budget. See TEP EE Implementation Plan Budget Table, herein, which lists the 

sector, projected costs per category, and total budget for each program. Program funds are 

leveraged with a significant in-kind contribution of labor, material and technical support from 

individuals and the community. 

... 

... 
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78. Delivew and Marketinn Stratepv. TEP provides DSM funds for the planting of 

trees within the guidelines that provide kwh savings. E P  partners with Trees for Tucson, a local 

non-profit organization that manages and administers the Program. 

79. Due to the popularity of the Program, DSM revenues are not normally allocated for 

advertising and promotion. TEP employees currently inform customers about the Program during 

speaking engagements and outreach presentations. Other efforts entail website promotion, 

newspaper advertising, planting and care brochure, presentations at schools, tree tours, and tree 

care workshops. 

80. Cost-Effectiveness. In Decision No. 70455, Staff calculated the benefit-cost ratio 

€or this Program at 3.14, making it highly cost-effective. No modifications have been proposed for 

this Program. 

8 1. Staff Recommendation. Staff has recommended that the TEP Shade Tree Program 

be approved for continuance. 

K. Residential and Small Commercial Direct Load Control - Pilot 

82. Proaam Description. TEP is requesting budget approval to continue this program 

with no additional modifications. The Residential and Small Commercial Direct Load Control 

YDLC") Program was first approved in Decision No. 71846 (August 25, 2010). With the DLC 

Program TEP intends to better manage peak demand and to mitigate system emergencies through 

lirect load control of residential central air-conditioners ("AC"). 

83. The DLC Program will use two-way communication that sends load control signals 

to equipment at the home and provides interval consumption data back to 'IEP for all participants. 

The two-way communication will allow TEP to provide usage and billing information to 

xstomers via an in-home display or the Internet. 

84. Participants will receive either: (i) a free thermostat that can be programmed 

manually or remotely via the Internet; or (ii) a load control device placed on their air conditioning 

unit. In exchange, customers will permit TEP to cycle AC units or raise thermostat temperature 

jettings for a limited number of hours or events per year. It is expected that TEP will 
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:all roughly 8 to 10 load control events each year. Customers would have the option to change 

hermostat settings or override cycling strategies during a control event, but could risk penalty if 

Aey do so repeatedly. 

85. Program Obiectives and Rationale. The DLC Program pilot is intended to control 

iir conditioners during peak hours as a cost-effective means to reduce peak system load. 

86. Deliverv and Marketing Stratew. The Program’s delivery strategy includes a third 

)arty implementation contractor, Tendril Networks, whose responsibilities include provision of 

oad control equipment and control software that can be used by TEP to call and monitor load 

:ontrol events, training on software and assistance in designing effective load control strategies, 

-ecruitment of participants, participant tracking, technology installation, marketing, and call 

:enter/customer satisfaction. 

87. Recruitment is based on specific criteria to ensure participants represent the 

population of eligible customers. Participants are required to have functioning broad band 

2onnection and would receive a $50 incentive. Customers also receive an internet-enabled 

programmable thermostat that will be installed by a qualified contractor at no cost to the customer. 

Residential recruitment started in June 201 1 with an email marketing request for applications. 

hstallation of program devices is underway, 

88. Cost-Effectiveness. As discussed in Decision No. 71 846, Staff calculated a benefit- 

:est ratio of 1.39 for the DLC Program. 

89. Staff Recommendation. Staff has recommended continuation of the Residential and 

Small Commercial Direct Load Control Program. 

90. Measurement, Evaluation. and Research. As discussed in Decision No. 7 1846, TEP 

intends for an independent evaluation contractor to conduct a process evaluation, an impact 

evaluation and a technology assessment. 

Rewrting. 

Efficiency Rules, Section R14-2-2409. 

91. Reporting shall be done in accordance with the Electric Energy 

e . .  

. . .  
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I. Bid for Efficiency 

92. Program Description. Under TEP’s Bid for Efficiency Program (“BE Program”), 

customers or project sponsors would conceive their own projects and then bid competitively for 

incentives within broad program guidelines. TEP would then select winning applicants based on 

specified criteria. 

93. BFE Program participants and project sponsors may include commercial customers, 

Energy Service Companies (“ESCOs”) or other aggregators who organize proposals that involve 

multiple sites. 

94. Promam Obiectives and Rationale. The BFE Program seeks to encourage 

;ustomers and project sponsors to think holistically regarding energy systems and to develop 

projects designed to optimize system energy use by encouraging a systems approach to energy 

:fficienc y . 
95. The BFE Program would provide an incentive for participants to use multiple EE 

approaches at one or several sites simultaneously. The subject Program attempts to address 

xstomer market barriers such as small savings levels at multiple sites, longer payback periods and 

wganizing implementation contractors. 

96. TEP’s implementation goals for the Program are as follows: 

0 Ensure projects are submitted, approved, implemented and verified in a timely 
manner; 

e Allow each project to be customer-driven; responsibility will be placed on the 
customer (or project sponsor) to select appropriate trade and professional allies 
to design and implement the project and to prepare the incentive application; 

0 Encourage implementation of multiple measures for comprehensive projects; 
and 

e Encourage aggregated applications that involve implementation at multiple 
sites. 

97. Budget. TEP requested a budget of $47,469 for the first year (2011) of the BFE 

Program and a budget of $503,092 for 2012. See the TEP Implementation Plan Budget Table, 

ierein, which lists the sector, projected costs per category, and total budget for each program. 

. .  
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98. Delivery and Marketing. The BFE Program will focus on market segments with 

significant savings potential, unique load or energy savings characteristics, and those that require 

;pecialized delivery or support services. The target market consists primarily of larger customers 

ind customer groups that may include grocery stores, convenience stores, or data centers, business 

;ectors that have historically been hard to reach. 

99. Eligibility. Any entity, customer, or project sponsor may participate if the proposal 

neets the minimum application requirement of 200,000 kWh in savings for the first year. Electric 

oads may be aggregated among multiple facilities to meet the kwh threshold. Eligible project 

;ponso~ may include, but are not limited to TEP customers, ESCOs and engineering / architecture 

h s .  Any third-party project sponsor must submit an application with the consent and support of 

he identified TEP customer. To provide participants with maximum flexibility, the Program will 

lot explicitly specify eligible measures, but, pre- and post-installation metering will be required to 

:nsure that savings estimates are in line with actual savings produced by the projects. All 

xoposed measures must meet the following requirements: 

Produce a measurable and verifiable reduction in energy consumption; 

0 Produce savings through an increase in energy efficiency or better utilization of 
energy through improved production equipment or controls; 

0 Be installed in a retrofit application; 

0 Have a useful life of five years or greater; and 

Prove cost effective using the Societal Cost Test (applies to total project 
including all measures). 

100. Examples of eligible measures include, but are not limited to, installation of 

Premium@ efficiency motors, lighting system upgrades, W A C  system improvements, heat 

*emvery systems, and energy system control upgrades. Project sponsors are free to propose 

neasures, as long as the above requirements are met. TEP anticipates an average incentive of 

E0.15 / kWh, based on multiple measures with varying savings. With average savings of 400,000 

k w h  per project, the average incentive would be $60,000. 

10 1. The following implementation process is proposed for the BFE Program: 
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0 TEP, andor its implementation contractor ("IC"), will a d v d s e  the BFE 
Program to target customers and trade allies; 

0 Customers or trade allies will submit bids for its EE projects. 

0 TEPAC will evaluate projects and make awards; 

0 TEPAC will perform pre-installation metering; 

0 Customer will implement the proposed project; 

0 TEP will pay 50 percent of the incentive amount prior to installation; 

0 THAC will perform post-installation metering; and 

0 TEP will pay the remaining incentive amount based on the actual M&V energy 
savings (based on first year operation). 

TEP proposes to implement the BFE Program as a pilot during 2011 and 2012. 

Pilot results would be evaluated in 20 13. If the market response and measure savings indicate the 

?rogram is cost-effective, and achieving substantial savings, the Company would include the full 

Program offering in its 2014 DSM Implementation Plan. 

103. Prornam Analvsisfissues. The BFE concept is being used by several other western 

itilities, including San Diego Gas & Electric in California and Xcel Energy in Colorado. With a 

Focus on whole-building efficiency, coupled With the ability of participants to select fiom a wide 

mge of potential efficiency measures, the BFE Program could offer an opportunity to customers 

md project sponsors to design cost-effective energy efficiency projects. 

104. Under TEP's proposal, 50 percent of the incentive for each project is paid prior to 

measure installation, with the remaining incentive amount based on the actual energy savings, paid 

lfter the first year of operation. Staff believes this payment sequence offers an important "tme-upYy 

3pportunity that ensures projects receive incentives proportionate to their actual energy efficiency. 

However, Staff is concerned that there are no limits proposed for the maximum incentive available 

to an individual project. Therefore, Staff recommends that incentives be capped at 60 percent of 

the incremental cost of the efficiency measures utilized in the project. 

e . .  
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105. TEP estimates annual energy savings of 400,000 kwh, and peak demand savings of 

36.53 kW for each of the 10 projects anticipated during the two-year pilot program. Based on 

these anticipated savings, Staff has determined that the BFE Program would have a benefit / cost 

ratio of 1.86, indicating that the Program would be cost-effective. 

106. Staff Recommendations 

0 Staff has recommended that the TEP Bid for Efficiency Pilot Program be 
approved as a two-year pilot program as discussed herein. 

0 Staff has m e r  recommended that individual project incentives under this 
program be capped at 60 percent of the incremental costs of the efficiency 
measures included in the project. 

J. IWTRO-COMMISSIONING PROGRAM 

107. Promam Description. TEP’s proposed Retro-Commissioning Program (“RCx 

Program”) would identify deficiencies in existing facilities and makes necessary adjustments to 

produce energy savings and other benefits such as occupant comfort. The proposed new RCx 

Program is geared to assist owners of large existing commercial and industrial facilities in 

improving energy performance. TEP states that improvements made in response to RCx efforts 

are comparatively inexpensive to implement and typically offer paybacks of less than two years. 

The RCx Program would begin with a Screening Energy Audit. Participants then 

proceed, if eligible for the RCx Program, through a tbree part retro-commissioning study: (i) the 

Operations and Maintenance Review Phase (operational procedures and maintenance practices); 

(ii) the Systems Commissioning Pbase (performance testing, trending and metering), and (iii) the 

Systems Optimization Phase (high performance building operation strategies). 

108. 

109. A 2009 study of retro-commissioning by Lawrence Berkley National Laboratories 

noted a median savings of 16 percent of whole building energy costs across 561 projects. 

Documented benefits of RCx programs include, but are not limited to the following: 

0 Up to 15 percent energy savings 
0 Reduced occupant complaints and improved occupant comfort 
0 Increased equipment life 
0 Increased facility documentation 
0 Facility stafftraining 

. . .  
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1 10. Promam Obiectives and Rationale. The Program would target large facilities which 

have lighting, cooling, and ventilation as their largest energy uses. Large office and retail facilities 

represent the most effective building type for the RCx approach. 

1 1 1 .  Budget. TEP has requested a two-year budget for the RCx Program totaling 

$175,520. Incentives comprise $1 10,000, with program delivery, administration, marketing and 

evaluation costs accounting for the balance of the budget. 

112. Delivery and Marketing Stratem. TEP would offer an online application for 

customers interested in the RCx Program on the TEP website. The screening audit would provide 

the customer with a basic energy audit, identieing basic equipment upgrades and control strategies 

that would result in energy savings for the customer. The audited facilities would also receive 

ENERGY STAR@ Portfolio Manager ratings to benchmark the facility versus similar facilities in 

the area. The energy audit would be provided free of charge to all eligible applicants and will be 

used to determine eligibility for participation in subsequent phases of the RCx Program. The 

Program is designed so that customers can move to progressively higher levels of examination and 

malysis, only after they have implemented measures identified in the Screening Audit, and later, 

the Operations and Management Review phases of the Program. 

113. For selected customers, and subsequent to the Screening Energy Audit, TEP would 

perform an Operations and Maintenance (“O&M) Review of the subject facility’s energy usage, 

to evaluate operational procedures and maintenance practices related to major equipment. The 

result of this review would be a list of facility improvement measures with estimated cost and 

savings values. Customers would also receive training on O&M best practices and guidance on 

implementing facility improvements. The O&M Review would be provided by TEP at no cost to 

the customer. 

114. For selected customers that implement recommendations identified in the O&M 

Review, TEP would offer Systems Commissionhg services. Systems Commissioning services 

utilize advanced performance testing, trending and metering procedures that identify further 

opportunities for energy system repairs, upgrades and replacements. Measures identified during 

this phase include repairs, upgrades and capital planning that would allow existing systems to 
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operate within the parameters developed during the O&M review. 

services would be paid by the Program. 

Systems Commissioning 

115. The final phase of the RCx Program is known as Systems Optimization. This phase 

of the Program builds on work completed in prior Program phases by introducing cutting-edge 

practices developed for today’s high performance buildings. Services for this phase would be 

provided by the Program for selected customers who implement recommendations identified 

during the Systems Commissioning phase of the Program. 

116. Eligibility. The RCx Program will be available to TEP commercial and industrial 

customers with at least one meter on an eligible rate schedule. In addition, the facility must 

contain a minirnum of 100,000 square feet of conditioned space and have at least one full-time 

facility operations/management staff. 

117. Promam AnalvsisAssues. Presently, the lack of knowledge by building operators, 

the lack of qualified workers, and the upfiont costs of the audit and associated equipment 

optimization are barriers to improving the energy efficiency of commercial and industrial facilities. 

The TEP Retro-Commissioning Program intends to overcome these barriers by providing facility 

owners with the information necessary to identify energy-saving opportunities and manage energy 

consumption at their facilities. 

118. Cost-Effectiveness. TEP estimates annual energy savings of 200,000 kwh, and 

peak demand savings of 18.26 kW for each of the five projects anticipated through the end of 

2012. Based on these anticipated savings, Staff has determined that the BFE Program would have 

a benefit-cost ratio of 2.38, indicating that the Program would be cost-effective. 

119. Staff Recommendations. Staff has recommended that the TEP Retro- 

commissioning Program be approved. 

K. SCHOOL FACILITIES PROGRAM 

120. Program Description. Schools represent a market segment that has historically been 

underserved. TEP has proposed a School Facilities Program (“Schools Program”) to increase 

participation in energy efficiency retrofits by schools. 

... 
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121. The TEP Schools Program would be open to participation by all existing 

indergarten through twelfth grade school facilities in the TEP service territory, including charter 

chools. The proposed Schools Program would utilize the same delivery method and pay 

ncentives for the same energy efficiency measures as are found in the existing TEP C&I 

Zomprehensive Program (“C&I Program”), but the Schools Program would only service eligible 

chools. TEP proposes to pay up to 100 percent of the incremental cost of the efficiency measures 

or the Schools Program, as compared to up to 85 percent for measures in the existing C&I 

’rogram. 

122. The Schools Program would utilize an upstream market incentive design that 

wovides incentives directly to contractors installing the energy efficiency measures. Specifically, 

he Schools Program would offer the following products and services: 

0 Educational and promotional pieces designed to assist contractors with the 
marketing of the Schools Program to schools; and 

0 Education and promotional efforts for schools and contractor allies on how the 
Schools Program functions, what energy efficiency technologies are offered, 
what incentives are provided and the benefits of the measures. 

123. The lighting measures included in the Schools Program are: 

0 Retrofit of T12 fluorescent lighting with T8 lighting; 

Retrofit of standard T8 lighting to premium T8 lighting; 

0 Retrofit of high intensity discharge lighting With T8 or T5 lighting; 

Replacement of incandescent lamps With screw-in compact fluorescent lamps 
(“CFL”); 

0 Retrofit of existing incandescent and CFL exit signs with LED or 

0 

0 

124. Th 

.. 

electroluminescent exit signs; 

Ligbting system occupancy sensors; and 

Delamping and reduced lighting power density. 

W A C  measures included in the Schools Program are: 
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0 High efficiency. air conditioners and heat pumps (incentives vary by SEE 
rating); 

Programmable thermostats; and 

0 Shade screens and window films to reduce solar heat gain. 

The Schools Program would also include variable speed drive motors to optimiz 

>erformance, vendor miser sensors which turn off or turn down refrigeration and lighting i 

rending machines when not in use, and smart strips to better control plug loads. Whole buildin 

:ustom incentive applications would also be considered where appropriate. Table 1-1 bel01 

resents a summary of the incentives offered for each measure. 

I (<65,000 btuh) 1 (dependhi on size and 1 
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Whole Building 
Custom Measures I $6,535/customer 

126. Budpet. The Program will begin in 2012 with a proposed fist-year budget of 

See The TEP Implementation Plan Budget Table, herein, which lists the sector, 1157,941. 

irojected costs per category, and total budget for each program. 

127. Delivery and Marketing. Schools that are interested in the Schools Program would 

tpply for participation using an on-line proposal generation and project tracking system. This 

nternet-based system would provide an analysis of project costs and projected savings. Projects 

hat are selected by TEP based on projected energy savings would utilize contractors to provide 

urn-key installation services to schools. Incentives would be paid directly to the contractors. 

128. TEP would assign an in-house program manager to oversee the Schools Program, 

aovide guidance on Schools Program activities and provide a point of contact for schools that are 

nterested in participation, or have questions or concerns regarding the Schools Program. The 

mplementation contractor would be responsible for program administration, application and 

ncentive processing, monitoring activities of installation contractors, participation tracking and 

eporting, and overall quality control and management of the delivery process. In addition, the 

mplementation contractor would conduct outreach to contractors, marketing and promotion to 

;chools, and education and training on the benefits and functioning of the Schools Program. 

129. Installation contractors would promote the Schools Program directly to schools, 

mvide turn-key installation services and have access to the Schools Program Internet processing 

;ystem to prepare proposals. 

130. Promam Analvsis5ssues. The Schools Program lists a total of 30 individual energy 

fficiency measures that are eligible for incentives. This program is designed to install multiple 

neasures on a “whole building” basis, where measures tend to complement or reinforce one 

nother and, for this reason, cost-effectiveness is calculated on a per-project basis, where savings 
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and costs from a typical set of project measures are compared. The Schools Program also 

encourages the creative combination of listed measures with other measures that are not on the 

Schools Program’s incentive list by offering a “custom measures” category. Proposed “custom 

measures” must demonstrate energy savings and pass the Societal Cost Test. 

131. In order to evaluate the Schools Program at the project level, StafT analyzed a 

typical school energy efficiency project that included delamping a portion of the school facility 

and replacing the remaining lighting h e s  with T8 upgrades. In addition, the model project 

includes data for programmable thermostats, occupancy sensors, energy efficient exit signage, 

vending machine controls and advanced timer power strips. By combining these particular 

measures, and using anticipated savings values for each measure, Staff determined that this 

“typical” school project would cost approximately $2,821 dollars in incentives while saving 

approximately 40,956 kWh of energy and 4.13 kW of demand load. 

132. Cost-Effectiveness. Based on these anticipated savings, Staff has determined that 

the typical School Facilities Program project would have a benefit-cost ratio of 1.71, indicating 

that the Schools Program would be cost-effective. Staff further believes that this ratio is indicative 

of the benefits of similar projects that would be completed under the Schools Program. 

133. Staff Recommendations. Staff has recommended that the School Facilities Program 

be approved. 

L. Combined Heat and Power - Pilot 

134. Progl.am DescriDtion. TEP is requesting budget approval for a new Combined Heat 

and Power (“CHP”) Pilot Program in 2011. The TEP CHP Pilot Program is a proposed Joint 

Utility Prog-ram to be implemented in cooperation with Southwest Gas. Distributed Generation 

(“DG’) is defined in A.A.C. R14-2-2401 as “the production of electricity on the customer’s side of 

the meter, for use by the customer, through a process such as CHP.” R14-2-2401 goes on to define 

CHP as “combined heat and power, which is using a primary energy source to simultaneously 

produce electrical energy and useful heat.” TEP proposes this program as a pilot to assist in 

developing methods and procedures for future joint utility programs with Southwest Gas or other 

utilities. TEP proposes to provide support for the existing Southwest Gas DG Program (Decision 
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No. 6991 7, September 27,2007) by sharing costs for marketing and outreach, training, and design. 

Specifically, TEP would pay up to 10 percent of the design costs for a CKP installation. TEP 

would cooperate with Southwest Gas on marketing and outreach strategy to maximize the effect of 

marketing and outreach expenses. 

135. ProgJam Obiectives and Rationale. The primary goal of the Program is to provide 

support for the existing Southwest Gas DG Program, specifically for CHtp projects. TEP states 

that the market potential for CHP is substantial and could contribute significantly to energy 

:onservation in Arizona, and could accrue significant societal and customer benefits as well. 

4ccording to TEP, CHP is an affordable, clean, and reliable way to meet a customer’s energy 

lee&. With gas used as the primary fuel, the process is far more efficient than electricity or gas 

ise alone because the waste heat is used as well. The economics of the CHP system depends on 

:ffective use of the thermal energy in the exhaust gases. Exhaust gases are primarily used for 

ieating the facility and could also be applied to heat recovery steam generators (HRSG) to produce 

dditional electric power. 

136. Delivery and Marketing Stratem. Program delivery, incentives, and administration; 

1s well as the marketing and communications strategy would be provided by Southwest Gas 

&rough its DG Program. TEP would assist with marketing and outreach, design assistance, and 

nterconnection design expertise. TEP would assign an in-house program manager to coordinate 

oint program delivery with Southwest Gas. 

137. Cost-Effectiveness. TEP’s analysis of this program showed a benefit-cost ratio of 

J.5. Although Staffs analysis indicated a lower benefit-cost ratio of 6.5, it still indicated a cost- 

:ffective program based upon avoided provision of TEP capacity and energy. 

138. SWRecommendation. In S M s  opinion, this program could increase the amount 

if CHP in TEP’s service area, and, due to CHP’s inherent efficiencies, increase the efficiency of 

:nergy use. Staffhas recommended approval of the CHP Pilot Program. 

M. Small Business Direct Install 

139. P r o a m  Descrktion. TEP is requesting budget approval to continue this program 

md approval of these additional measures: 
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Shade Screens 
Window Films 
Induction Lighting 
LED Channel Signs 
Outdoor CFL 
Reduced LPD 
T8 to Premium T8 
Premium T8 Lighting 
Beverage Controls 
Snack Ctrls (“vending miser”) 
Refrigerated Display 
Automatic Door Closers 
Refrigerated Display Gaskets 
Advanced Power Strips - Occupancy Sensors 
Advanced Power Strips - Timer Plug Strip 
Advanced Power Strips - Load Sensor 

The Small Business Direct znstall Program is an existing program, approved by the 

:omission in Decision No. 70457 (August 6,2008). The Program offers incentives for a select 

qoup of retrofit and replace-on-burnout energy efficiency measures in existing facilities. Eligible 

:ustomers include customers who qualify for TEP’s Rate 10 - Small General Service pricing plan 

:typically an aggregate monthly demand of 200 kW or less). The Program offers incentives for the 

.nstallation of energy efficiency measures, including lighting equipment and controls, HVAC 

:quipment, motors and motor drives, compressed air, and refiigeration measures. Incentives for 

lighting measures range from $7 to $65, HVAC measures range fiom $125 to $675, and 

Refigeration measures average $127. 

141. Program Objectives and Rationale. The Small Business Direct Install Program is 

designed to address certain barriers to this market segment, including limited investment capital, 

limited awareness of energy cost savings, and required short-term payback. The Program’s 

purpose is to persuade small business customers to install high-efficiency equipment at their 

facilities and encourage contractors to promote the Program. 

142. Budget. See TEP EE Implementation Plan Budget Table herein which lists the 

sector, projected costs per category, and total budget for each program. The Small Business Direct 

Install Program shows total costs for 201 1-12 of $7.6 million. 
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143. Deliverv and Marketing Stratem. The Program is operated as an “up-stream” 

market program, with incentives offered to prequalified contractors who can provide turn-key 

installation services for customers. The intention is to reduce the measure payback to one year or 

less. The Program also includes consumer and trade ally educational and promotional pieces 

designed to provide decision makers in the small business market with the information necessary 

to make informed choices (and increase awareness). 

144. The marketing strategy includes educational seminars tailored to the small business 

narket, major media advertising, website promotion, outreach and presentations at professional 

md community forums, and direct outreach to customers who meet the criteria for the Program. 

145. Cost-Effectiveness. The original Program approved with Decision No. 70457 

;howed an overall benefit-cost ratio of 1.87 and a range of measure benefit-cost ratios ranging 

?om 1.04 to 3.6. In this filing, the new proposed measures range from 1.4 to 10.8 with an overall 

)enefit-cost ratio of 3.4. 

146. Staff Recommendation. Staff recommends approval to continue the Small Business 

3irect Install Program, with the proposed new measures. 

Y. Commercial & Industrial (“C&I”) Comprehensive 

147. ProgI.am Desabtion. TEP is requesting budget approval to continue the C&I 

2omprehensive Program and approval of additional measures listed below: 

Heat Pump Water Heaters - Tier 1 
CO Sensors 
C02 Sensors 
Cooling Tower Sub cooling 
Economizers 
High Perf Glazing 
PTACPTHP 
Shade Screens 
Window Films 
EMS - Lighting Schedule 
Induction Lighting 
LED Channel Signs 
LED Pedestrian Signals 
LED Trdfic Lights 
LED Street and Parking Lights 
Outdoor CFL 
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T8 to Premium T8 
Green Motor Rewind 
Beverage Controls ("vending miser") 
Snack Controls ("vending miser") 
Efficient Compressors 
Efficient Condensers 
Floating Head Pressure Controls 
Refrigerated Display Automatic Door Closers 
Refiigerated Display Gaskets 
Coin Operated Washers - Tier 1 
Coin Operated Washers - Tier 2 
Advanced Power Strips - Occupancy Sensors 
Advanced Power Strips - Timer Plug Strip 
Advanced Power Strips - Load Sensor 

148. Incentives for the above measures range fiom under $2 up to $200, except those for 

:hillers and heat pumpdair conditioners. The average incentive for chillers is $13,465. Heat pump 

and air conditioning incentives average, respectively, $556 and $575. 

149. The C&I Comprehensive Program is an existing program, approved by the 

Commission in Decision No. 70403 (July 3, 2008) under the name of Non-Residential Existing 

Facilities Program. The Program provides prescriptive incentives to large commercial customers 

who are under TEP's Rate 13 and Rate 14 pricing plans (typically an aggregate monthly demand 

exceeding 200 kw) for the installation of energy-efficiency measures, including lighting 

equipment and controls, WAC equipment, motors and motor drives, compressed air and 

refrigeration measures. Prescriptive incentives are offered for a schedule of measures in each of 

these categories. Customers can also propose their own innovative energy efficiency solutions by 

offering a custom energy efficiency measure. The average incentive for custom projects is $4,270. 

150. Promam Obiectives and Rationale. The C&I Comprehensive Program is designed 

to address the barriers to this market segment, including limited awareness and lack of knowledge 

about the benefits and costs of energy efficiency improvements, performance uncertainty 

associated with energy efficiency projects, and the required short-term payback. The program's 

purpose is to encourage large business customers to install high-efficiency equipment at their 

facilities and encourage contractors to promote the Program and provide turn-key installation 

services to small business customers. 
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151. Budget. The Summary Implementation Plan Implementation Costs for 2012, Table 

3-1 1 in the filing, shows projected costs by category, and total budget for each program. The C&I 

Comprehensive Program shows total utility cost of $4.28 million and total lifetime net benefits of 

$20 million. 

152. Delivery and Marketing Stratem. The Program is delivered by a third party 

implementation contractor who provides program administration, application review, participation 

tracking and reporting, project quality control, and technical support. In addition to the 

implementation contractor, key partnering relationships and marketing outreach include: the local 

architectural and engineering community, electrical, mechanical and building contractors, 

equipment manufacturers, distributors and vendors, professional and trade service associations, 

and the educational and promotional pieces designed to assist facility operators and decision 

makers with the information necessary to improve the energy efficiency of their facilities. 

153. Cost-Effectiveness. With Decision No. 70403, the Commission approved th is  

program's predecessor, the Non-Residential Existing Facilities Program which showed a benefit- 

:ost ratio of 2.5 using Staff's methodology. The new measures described in this filing show 

;hilar cost effectiveness, except for one measure, the LED Street and Parkhg Lights which both 

IEP and Staff show a benefit-cost ratio less than one. Therefore, Staff does not recommend 

3pproval of this measure. 

22 

23 

24 

25 

26 

27 

28 

154. S M  Recommendation. Staff recommends approval of the C&I Comprehensive 

Program, except for the proposed additional measure LED Street and Parking Lights. 

0. C&I Direct Load Control 

155. Propram Description. The C&I Direct Load Control Program is an existing 

program, approved previously by as the Commercial and Industrial Demand Response Program in 

Decision No. 71787 (July 12,2010). TEP is requesting budget approval to continue this program 

vi& no additional modifications. 

156. This is a commercial and industrid Ioad curtailment program. Customers are 

;ompensated with incentives for their participation at negotiated levels that vary depending on 

1 .  
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multiple factors including the size of the facility, amount of kW under load control, and the 

fkequency with which the resource can be utilized. 

Prowam Obiectives and Rationale. Commercial and industrial load represents a 

total of approximately 22 percent of system demand during peak hours in the late afternoon and 

evening during summer months. Modification of controls for chillers, rooftop AC units, lighting, 

fans, and other end uses is capable of reducing power demand at peak times. In addition, the 

Program may be used to support standard benefits of demand-response programs which include 

avoided firm capacity required to meet reserve requirements, reduced or avoided open-market 

power purchases during periods of high energy prices, and greater grid stability and reduction in 

outages due to reduced grid demand. 

157. 

158. Delivery and Marketing Strategy. The Program is delivered on a turnkey basis by a 

third-party implementation contractor, who negotiates load reduction agreements with multiple 

customers and “aggregate” these customers to provide TEP a confirmed and guaranteed load 

reduction capacity available upon request. The contract between TEP and the demand response 

(“DR”) aggregator, EnerNOC, is similar to a power purchase agreement in that EnerNOC is 

obligated to provide megawatts of load curtailment while maintaining a degree of flexibility in 

how the curtailments are achieved. Incentives are provided by EnerNOC and customized based on 

a variety of factors, including the amount of load that can be reduced. 

159. Recruitment is targeted to help ensure that customers invited to participate are able 

to provide reliable and significant load control reductions. , 

160. Cost Effectiveness. With Decision No. 71787, the Commission approved the 

original Program, showing a Staffdetermined benefit-cost ratio of 2.47. Since TEP is making no 

modifications to the Program, it remains a cost-effective program. 

161. Staff Recommendation. Staff has recommended approving the C&I Direct Load 

Control Program for continuation. 

P. Commercial New Construction Prowram 

162. Background. On August 6, 2008, in Decision No. 70459, the Commission 

The Program was approved the Efficient Commercial Building Design Program for TEP. 
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approved on a two-year pilot basis. On July 1, 2010, TEP filed an application for approval to 

continue the Program for an indefinite period. In December, 2010, TEP informed Commission 

Staff that a request for continuation would be contained in TEP’s 201 1 Energy Efficiency 

Implementation Plan (“EE Plan”). TEP filed the EE Plan on February 1,20 1 1, and rebranded the 

Efficient Commercial Building Design Program as the “Commercial New Construction Program. ” 

TEP is also proposing one additional measure for this Program, high-performance glazing. 

163. Promam Description. The Commercial New Construction Program is geared 

toward the building owner/developer by incenting the increased use of energy efficiency measures 

during the design phase of a commercial building’s development. Program incentives are based on 

improved building energy efficiency compared to a baseline design, as determined by a building 

energy simulation program such as the Department of Energy’s eQUEST program. The Building 

Design Incentive is limited to a maximum of $75,000 per project and the Design Assistant 

hcentive is limited to a maximum of $10,000 per design team. 

164. Program Objectives and Rationale. Commercial New Construction provides 

incentives to offset the additional design cost of alternative, more energy-efficient designs. The 

Program is performance-based and includes design assistance for the design team, performance- 

based incentives for the building owner/developer, and energy design information resources. 

Design assistance involves efforts to integrate energy efficiency into a customer’s design process 

as early as possible. 

165. In addition to the design incentives and performance-based incentives for the 

building owner/developer, this Program provides technical support services to the design 

community. 

166. Budget. TEP requested a budget of $402,469 for 201 1 for the Commercial New 

Construction Program and a budget of $406,319 for 2012. See the TEP Implementation Plan 

Budget Table, herein, which lists the sector, projected costs per category, and total budget for each 

program. 

167. Elinibility. All new commercial building projects and major renovations to existing 

buildings in the TEP service territory that receive or will receive electric service fiom TEP are 
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:ligible to participate in the Program. Major renovation for this purpose would be a substantial or 

;igmfkant change to an existing structure, such as completely gutting a building and instalIing 

nsulation, new windows, and new HVAC equipment. 

Deliverv and Marketing. TEP will continue to market the Program to building 

mners, developers and members of the design team. The Program uses a variety of educational 

md promotional pieces to assist building owners and developers with the necessary information to 

mderstaud various energy efficiency options, and to encourage them to discuss these options with 

heir design professionals early in the design process. TEP will continue to promote the Program 

hrough focused outreach to the building development community. 

168. 

169. Cost Effectiveness. Although the original pilot did not enjoy a high level of 

mticipation due primarily to the poor economic environment, participation has grown 

hamatically during the first half of 201 1. TEP reports a total of ten Program applications that 

would produce a total energy savings of 1,635,490 kWh. Based on these estimated savings, Staff 

has calculated the benefit-cost ratio for the Program as 2.70. The proposed new measure, high- 

performance glazing, has a calculated benefit-cost ratio of 1.14. 

170. Staff believes that offering incentives and technical guidance during the design 

stage of commercial building projects is an important method of implementing energy efficiency 

measures. Staff further believes that by increasing the visibility of the Program through better 

online marketing and continued use of educational seminars, participation in the Program can be 

Further increased. Therefore, Staff has recommended that the Program be approved for 

continuance. 

171. Promm Analvsisflssues. The subject Program is a continuation of the Program 

formerly known as “Efficient Commercial Building Design” that was origmdly approved as a 

two-year pilot on August 6,2005, under Decision No. 70459. 

172. The implementation of the original pilot occurred during the start of the current 

economic downturn. The financial environment resulted in a near total halt in loans for all types of 

commercial building development projects, as well as a Concomitant decrease in overall building 

project activity. 
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173. Staff believes that the financial climate played a major part in the lower than 

anticipated participation in the original pilot, and that the reduction in new buildings within TEP’s 

service area directly affected participation in the pilot. Participation in the Program grew 

kamatically during the first half of 2031, with TEP reporting the completion of two Design 

4ssistance projects and the receipt of eight New Construction applications. Staff believes that this 

send of increasing participation in the Program will continue. 

174. Staff has recommended that TEP continue its outreach efforts to building owner, 

leveloper and design professional organizations (e.g. American Institute of Architects, American 

Society of Professional Engineers, Urban Land Institute, National Association of Office and 

hdustrial Properties, etc.). Staff further recommended that TEP extend its outreach activities to 

nclude banks and other lending institutions that service the building design and construction 

ndustry. In addition, TEP should communicate with local building code officials to apprise them 

If Program benefits and encourage the adoption of higher performance building and energy codes. 

Baseline Study. At the inception of this pilot program, TEP had not conducted a 

ormal baseline study of new commercial construction design characteristics. In preparing the 

malysis for the pilot program, the baseline performance conditions of new commercial 

:onstruction projects were estimated based on best available knowledge of current market 

;onditions and design practices. To confirm the baseline assumptions made in the preparation of 

his plan, TEP hired Navigant Consulting (“Navigant”) to conduct a formal baseline study of 

175. 

mnmercial building practices. Funding for this baseline study was approved by Decision 

Vo. 71 109 on June 5,2009. 

176. The study, entitled “Assessment of Baseline Practices for Commercial New 

2onstruction”, dated June 25,2010, was submitted by TEP to Staff at the time that TEP filed its 

ipplication to continue the pilot program. The objective of this report was to determine how 

mmmercial buildings are currently being designed and specified within TEP’s service area. The 

iaseline study concluded that, except for federal and state buildings, new commercial construction 

n the TEP service area is generally built to code. Where buildings are constructed above code 

.. 
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equirements, it is generally in pursuit of LEED (Leadership in Energy and Environmental Design) 

:ertification. 

. 177. The baseline study offered several recommendations for TEP to consider in relation 

o the pilot program. A summary of those recommendations includes: 

Federal and other government buildings are generally mandated to build above 
code. Therefore, TEP should consider modifying its Program applications to 
determine whether a building is public or private, and require higher savings for 
public buildings. 

TEP should monitor code changes and talk to code officials on a regular basis. 

TEP should provide education to the building industry to define an integrated 
design approach and help this to become standard practice. 

TEP should encourage the use of commissioning agents (perhaps through 
specific incentives) to ensure that buildings operate as specified by design. 

TEP should consider adding a prescriptive path to the Program to provide 
incentives for specific technologies, such as high R value roofs and walls, 
variable speed drives and high efficiency motors, higher efficiency righting 
system. 

The Report states that the most important recommendation is “...to educate 
architects about life-cycle costs and how to sell these ideas to clients, educate 
owners who are buying from private developers, and educate the market about 
considering life cycle costs versus first costs in determining the value of a 
building. . . ” 

178. Staff Recommendations. Staf f  generally concurs with the recommendations of the 

meline study with the exception that TEP should first ascertain the cost-effectiveness of using 

hird-party commissioning agents. Staff has made the following additional recommendations: 

0 Staff has recommended that the Program, including the high-performance 
glazing measure, be approved for a second two-year period. 

0 Staff has further recommended that TEP implement the recommendations in the 
“Assessment of Baselie Practices for Commercial New Construction” prepared 
by Navigant Consulting, including modification of Program pedormance 
thresholds (for public buildings) and Program applications to differentiate 
between public and private sector facilities. 

Staff has further recommended that Measurement & Evaluation statistics for the 
Program be included in the DSM reports filed with the Commission. 
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0 Staff has fkther fecommended that TEP continue Program outreach efforts by 
targeting building owner, developer and design professional organizations, 
lenders and lender industry associations, and local building code officials. 

e Staff has M e r  recommended that information announcing the availability of 
the Program occupy a more prominent position on the TEP website. 

p. BEHAVIORAL COMPREHENSIVE 

179. Program Description. The proposed Behavioral Comprehensive Program 

:Behavioral Program”) consists of six educational subprograms. The focus of the Behavioral 

?rogram is to educate Residential customers on how changes in behavior, including purchasing 

iecisions, can improve energy efficiency. Most of the subprograms include low-cost measures, 

;uch as CFLs, faucet aerators, LED nightlights and refigerator thermometers, in addition to the 

:ducational components. 

180. The table below lists and deschbes the six subprograms that make up the 

3ehavioral Comprehensive Program. More detailed program descriptions are provided in the 

’ollowing paragraphs: 

redesigned ener education 
for6 , 7 and8 grades, and 
will absorb the existing 
school-based energy 
education components from 
the Education and Outreach 

t h t b  k? including take home direct 
install kits 

I . .  

. . .  
I . .  
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Approved as part of the A sub-pilot of the smart 
Residential Direct Load meter program. Displays 
Control Pilot, August 25, near-real time usage 
2010, Decision No. 71846. information 
New (proposed) CFL bulb giveaway at 

. outreach events 

181. Home Energv Reports. Although budgeted separately, the Home Energy Reports 

rubprogram is part of the overall Behavioral Comprehensive Program. The existing Home Energy 

teports are designed to instigate behavioral changes in customers’ energy consumption by (i) 

naking customers aware of their energy consumption; and then (ii) allowing them to compare that 

Isage.to similarly situated homes. The subprogram targets habitual behaviors (e.g., lights and 

hermostats), purchasing behaviors (standard versus energy efficient appliances), and participation 

n demand-side management programs. 

182. In addition, the on-line energy audit function that is currently part of the Education 

md Outreach Program will transition to the Home Energy Report subprogram during the first half 

)f 2012. 

183. Direct Canvassing. The direct canvassing initiative is a grass-roots, door-to-door 

ipproach to promoting energy efficiency, and is designed to reach neighborhoods difficult to reach 

hrough traditional messaging. The subprogram would use trained volunteers fiom local 

:ommunity organizations to talk to customers about energy efficiency. Two CFLs would be left 

vith each customer, along with program materials for appropriate TEP DSM programs. 

184. K-12 Education. In addition to energy based class room curriculum, students would 

)e instructed in energy saving approaches for their homes, Students in grades 6-8 would be 

Irovided with a take home kit which includes CFLs and refrigerator thermometers, as well as 

:ducational materials on how to reduce energy use. 

185. Beginning in 2012, the K-12 subprogram will also offer the academic support 

ctivities currently offered under the Education and Outreach (“E&O”) Program. These activities 

nclude the Insulation Station, the Energy Patrol, the Electri-City exhibit at the Tucson Children’s 

VIUseum and Energy Conservation Bike/Solar Generation Presentations. The E&O Program’s 
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school-based energy education activities will be transferred to the K-12 subprogram, to consolidate 

school-based energy education into one subprogram. 

186.  communi^ Education. The Community Education Program would engage 

community groups and work with public entities with ‘‘train the frainer” hands-on energy 

efficiency seminars. Community trainers would be given a broad based review of energy, 

sfficiency and comfort principles. The seminars include hands-on training with a wide sample of 

materials such as weather stripping, low flow showerheads, caulk or foam sealant and CFLs. 

187. CFL Giveaway. The Compact Fluorescent Light Give-Away Program will 

somplement TEP’s presence at community events, and its overall education and outreach efforts, 

md efficiency messaging. Free CFLs will be made available both at community events and to 

:ommunity organizations, including those involved in our Community Education Program. 

188. In-home Display. The In-Home Display measure is part of the Residential Direct 

Load Control Program already approved by the Commission in Decision No. 71 846. The In-home 

Display works by providing a digital readout showing customers their current cost of energy in 

:ents per hour and their cumulative cost for the month. Participating customers are provided with 

interval energy usage data in several formats on a personal web portal or on an additional physical 

home display device. 

189. Budget. The cost for the web portal and in-home displays are included in, and 

budgeted with, other communicating equipment provided to customers participating in the 

Residential Direct Load Control program. See TEP EE Implementation Plan Budget Table, herein, 

which lists the sector, projected costs per category, and total budget for each program. 

190. Behavioral comprehensive ProgI.am Overall Objectives and Rationale. The energy- 

related behaviors intended to be influenced by the Behavioral Comprehensive subprograms 

include the following: 

0 Habitual behaviors 
Adjust thermostat setthg 
Turn off unnecessary lights 

Small purchasing and maintenance behaviors 
‘ 

0 

Purchase and install faucet aerators and low flow shower heads 
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CFL Giveaway 

’ Purchase and install compact fluorescent lights 
9 W A C  maintenance 

Refrigerator thermometer 
CFLs (18 Watt/23 Watt) 1.99f2.7 

0 Larger purchasing decisions 
= Purchase an ENERGY STAR appliance 
’ Purchase higher EE heating and cooling system through participation in a 

TEP DSM Program 

19 1. Delivery and Marketing Stratem. All TEP residential customers would be eligible 

br this program. Delivery would be made through implementation contractors and TEP resources. 

Pronram Analvsis/Issues. The Company initially proposed to leave some elements 

If schel-based energy efficiency education, such as the Insulation Station and the Energy Patrol, 

ivith h,e current Education and Outreach program. TEP is now proposing to consolidate the 

;chool-based energy education activities within the K-12 subprogram. 

192. 

193. The Company’s current proposal is reasonable. Consolidation of school-based 

:nergy efficiency education within the K-12 subprogram is likely to improve efficiency, limit 

iuplication of administration effort and expenditure, and reduce confusion between the proposed 

C-12 subprogram and the existing Education and Outreach Program. 

194. Cost-Effectiveness. Cost-effectiveness for measures associated with the proposed 

iew Behavioral Comprehensive subprograms are listed in the table below. For the K-12 

3ducation and Community Education Program, cost-effectiveness of the associated measures was 

:alculated based on the entire kit. 

nightlight, ReiXgerator 

I Aerator, LED nightlight, I I 

195. Staff Recommendations. 

Staff has recommended that the Behavioral Comprehensive program, and all its 
subprograms, be approved. 
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R Residential Energy Efficiencv Financing 

196. ProgJam Description. TEP was ordered to file an energy efficiency financing 

xogram in Decision No. 72028 (December 10, 2010). TEP is requesting approval for a new 

Residential Energy Efficiency Financing pilot program to provide customers with the capital 

ieeded to make cost-effective energy efficiency upgrades to their homes. TEP believes that a two- 

fear pilot program would allow sufficient time for the Company to evaluate the Program, 

ncluding participation, default rates, and overall value to customers. E P ’ s  proposed Program 

:lements include: 

0 

e 

e 

0 

0 

0 

0 

0 

0 

0 

0 

Loan commitment of $2,000,000 per year for two years; this would provide 
approximately 424 loans per year based on an average $4,722 loan amount; 

Loans available only on energy efficiency measures meeting the Commission- 
required cost effectiveness test; 

Low interest rates provided by a combination of an interest rate buy-down and a 
10% loan loss reserve account; 

Limited ratepayer exposure to default risk (1 0% of the loan commitment); 

Funding provided through an approved Demand-Side Management (“DSM’) 
surcharge charged to residential customers; 

Affordable residential financing for energy efficient measures; 

Convenient customer access to and repayment of the financing; 

Standard finance product offering for all eligible, approved borrowers; 

Leveraged financing; 

Accurate Truth-in-Lending notifications and billing to customers provided by 
an experienced third party lender; and 

Community involvement in forming and marketing the Program. 

197. TEP proposes to increase the DSM surcharge for residential customers by $0.00018 

per kwh to fund the Program during the two year pilot program. The average annual cost to each 

residential customer would be $1.90. TEP proposes that the DSM Surcharge necessary to fimd 

I . .  
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this program be collected only from residential customers, as the loan instruments described are 

restricted to residential customers. 

198. Budgeting for the Residential and Non-residential sectors is approximately equal, 

and the cost for all of E P ’ s  energy efficiency programs (including those restricted to Non- 

residential customers) is recovered through a single DSM adjustor surcharge. Establishing a 

separate DSM adjustor for the Residential Financing Program would be unnecessary, inequitable 

and time-consuming. 

199. Promam Objectives and Rationale. TEP believes that the Program’s financing 

options would help cover the costs of energy efficiency measures, would improve customer 

partic6ation in energy efficiency programs and would expand the pool of customers who can 

afford to participate in those programs. Although other vendors offer financing for their own 

individual products, the Program’s comprehensive approach to home energy upgrades cuts across 

several potential products and includes efficiency measures not traditionally financed, such as air 

and duct sealing. 

200. Prior to designing the Program, TEP developed key objectives for the Company’s 

implementation of a financing program. Three objectives stood out from the rest as fundamental 

in order for TEP to provide a financing option: 1) the program design must eliminate the utility 

from any Truth-in-Lending Law regulation implications; 2) the program must provide a reasonable 

amount of funds at a reasonable interest rate and with a low initial investment; and 3) energy 

efficiency measures that qualifj for TEP financing must have met the Commission’s cost 

effectiveness test. 

20 1. With these objectives, TEP hired Harcourt Brown Energy and Finance to assist with 

the evaluation, negotiations, and design of the Program. TEP selected a Third Party Financing 

model secured by a combination of a 10 percent loan loss reserve account and an interest rate buy- 

down, both funded fiom the DSM Surcharge, as the best program offering. 

202. Target Market. The target market for this program is any residential customer in 

TEP’s service territory who owns their home. Financing would be available for installation of 

approved and cost-effective energy efficiency measures. 
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203. P r o m  Eligibilitv. Eligible properties would include single-family (1 to 4 unit), 

owner-occupied homes. 

204. Budget. This is a financing program supporting other program efficiency measures. 

I’herefore, there are no energy efficiency measures specifically under this program. Nonetheless, 

IEP expects annual costs as follows: 

RESIDENTIAL ENERGY FTNANCING BUDGET TABLE 

Rate buy- 

205. Delivery and MarketinP Stratem. TEP’s strategy for Program delivery and 

idministration is as follows: 

Coordination between the Lender and TEP on all fund transfers would be 
managed in-house by a single TEP Program Manager; 

0 The Program Manager would also provide overall management, marketing 
oversight, planning and tracking of customer and contractor participation; and 

0 The Program Manager would coordinate all activities necessary to develop 
application forms and contsactor training. 

206. Key partnering relationships would include Community interest groups; WAC, 

mulation and air sealing contractors trained in Program procedures; and the Arizona Energy 

Dffice, Pima Community College, or other industry experts to provide training, education and 

wareness. 

207. The Program would use contractors hitially recruited for the Existing Homes 

Program, encouraging them to promote TEP financing when working with customers. TEP would 

provide an orientation of the Program which would outline Program requirements and contractors 

:esponsibilities as well as discuss reporting and data collection procedures. Contractors interested. 

in participating in the Program must attend the orientation. 
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208. Promam Marketing and Communication Strategy. TEP would provide Program 

narketing and customer outreach and awareness through a range of strategies including: 

0 Promotions on the TEP website about the benefits of purchasing high-efficiency 
equipment and home performance measures; 

Promotion through contractors and through community interest groups; 

0 Providing infomation through TEP’s customer care center; 

0 Developing marketing pieces including brochures and other collateral pieces to 
promote the benefits of qualifying equipment, air sealing and duct sealing, and 
the financing program available to fund those measures; and 

-- 0 Training and seminars for participating trade allies and contractors. 

209. The advertising campaign would communicate that high-efficiency systems and 

iome performance measures would help reduce customer energy bills, provide equal or better 

:omfort conditions, and are beneficial for the environment. 

Promam Analvsis and Issues. TEP originally proposed using the Pennsylvania 

rreasury as the third party lender. Interested parties had recommended making further effort to 

;ecure third-party lenders located in Arizona. TEP has now chosen Vantage West, a local Credit 

Jnion (“VW”), as the third-party lender with loans leveraged by a loss reserve account as well as 

he possibility of a combination of a 10 percent loan loss reserve account and an interest rate buy- 

iown, all funded fiom the DSM Surcharge. The interest rate buy-down would bring the rate from 

Jw’s normal 11.099 percent down to 7.99 percent. 

210. 

211. The Company notes that UNS Gas, Inc. requested a program nearly identical to the 

)ne requested here for TEP. The UNS Gas program was approved by the Commission in Decision 

qo. 72062 (January 6,201 1). 

212, Cost Effectiveness. There are no direct avoided cost benefits or energy savings 

?om the residential financing program, and the total DSM Implementation Plan Cost for TEP 

Mould increase as a result of offering the Program. However, the indirect benefits and savings are 

neasured at the program level where individual energy efficiency measures are included. TEP 

>elieves, and Staff agrees, that the availability of financing for the Existing Homes Program would 
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increase participation, and thm increase the resulting societal benefits and savings reported for the 

Existing Homes Program. 

2 13. Staff Recommendations. 

0 Staff has recommended approval of the Residential Energy Efficiency 
Financing Program with a two-year pilot as described herein. 

Staff recommends that the Commission not approve TEP’s request that the 
DSM Surcharge for the Residential Energy Financing Program be collected 
only from Residential customers. 

0 

2 14. Measurement. Evaluation, and Research. Measurement, Evduation, Research shall 

)e in accordance with the Electric Energy Efficiency Rules, Section R14-2-2415, including the 

Following database activities: 

0 As part of Program operation, TEP would request the Lender to provide the 
necessary data elements to populate the tracking database and provide periodic 
reporting and data collection. 

0 TEP would establish systems to collect the data needed to support effective 
Program management, transfer of funds from TEP to the loan loss reserve 
accounts, reporting, and evaluation. 

5. ENERGY CODES ENHANCEMENT PROGRAM 

2 15. Promim Description. Improved building energy codes are recognized as a simple 

md cost-effective means of achieving energy savings over the lifetime of new construction and 

iewly renovated buildings. The TEP Energy Codes Enhancement Program (“ECEP”) seeks to 

ivercome barriers to the adoption of improved building codes. 

216. Budget. TEP requested a budget of $49,335 for the first year (201 1) of the Energy 

:odes Enhancement Program and a budget of $75,490 for 2012. See the TEP Implementation 

?lan Budget Table, herein, which lists the sector, projected costs per category, and total budget for 

zch program. 

217. Pronram Objectives and Rationale. The objective of the TEP ECEP is to increase 

mergy savings in new construction and renovated buildings, in both the Residential and 

2ommercial sectors, by improving compliance with existing building energy codes and supporting 

ipdates to building codes. 
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21 8. Delivery and Marketinn Stratem. The ECEP would target building committees and 

:ity councils, as well as building design officials including architects, engineers, contractors and 

milders. TEP Program staff would collaborate with regional and national organizations that track 

narket trends and can offer guidance on best practices for energy code adoption and enforcement. 

Program support to the target audience may include activities such as: 2 19. 

0 

0 

0 

... 
0 

0 

Classroom, field and “brown bag” training sessions; 

Purchasing energy code books for officials that currently lack such resources; 

Supporting energy code-related certifications for code officials; 

Conducting energy code compliance assessments by 201 7 to fulfill American 
Recovery and Reinvestment Act (“ARRA”) requirements to demonstrate 90% 
energy code compliance (may be done in coordination with energy efficiency 
program Measurement, Evaluation and Research (“MER”) activities); and 

Collaboration with the Southwest Energy Efficiency Project and other regional 
groups to support research on and adoption of building codes and equipment 
standards. 

220. TEP staff would be responsible for administering the Program. Responsibilities for 

5ese staff would include planning, coordination and implementation of all Program activities. 

221. Program marketing would be accomplished through direct outreach to municipal 

3fficials, participation in building code enhancement committees, cross-marketing with other TEP 

:nergy efficiency programs and through TEP websites. 

222. P r o a m  Analvsis/Issues. According to the U.S. Department of E n e r d ,  buildings 

use 39 percent of our total energy, two-thirds of our electricity, and one-eighth of our water. In 

light of the increasing cost of energy, building energy efficiency is a key component of sound 

public policy. One reason is that the benefits of more efficient construction often continue for the 

life of the structure, often 30 to 50 years. 

223. DOE research3 shows that contemporary energy codes could save about 330 

Trillion BTU by 2030, almost 2 percent of total current residential energy consumption. There 

‘ U.S. Department of Energy website: http://www.energycodes.gov/why-coded 
bid. 
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would also be comparable savings in consumer energy bills, air pollution and greenhouse gas 

missions. As is discussed below, however, Arizona is a “home rule” state with no mandatory 

state-wide energy efficiency building code. 

224. Although many counties and cities within the state have adopted an EE building 

:ode, some municipalities lack the resources and knowledge to effectively enforce existing 

building codes or implement an energy efficiency-specific code. Many municipal code officials 

lack the resources to stay current on market trends relevant to building codes, especially given 

:urrent economic conditions. In jurisdictions that currently lack any type of building code, public 

ifficials could benefit from information and assistance in developing and advocating the adoption 

if a building code. 

225. In addition to the lack of information and resources impacting the development and 

:nforcement of building codes at the governmental level, building design and construction 

irofessionals could likely benefit fiom additional education and training on code requirements. 

226. The primary market barriers to achieving maximum energy efficiency from 

milding related codes are as follows: 

0 Lack of knowledge and resources to facilitate compliance with existing codes, 
Inconsistency in codes across the state, and 

0 Lack of resources to advocate for adoption of new codes. 

227. Cost-Effectiveness. TEP has not provided an estimate of energy savings from 

mplementation of the Energy Codes Enhancement Program. Rather, development of tracking 

netrics and deemed savings methodoIogies form an integral part of the Program. Energy savings 

?om the Program would be determined upon completion of the Measurement, Evaluation and 

iesearch phase of the Program. 

228. Staff Recommendations. Advocacy of energy codes is an appropriate component of 

IEP’s 2012 Energy Efficiency Implementation Plan, given the high potential for long-term energy 

;avings. Therefore, Staff has recommended approval of TEP’s Energy Codes Enhancement 

’rogram, subject to implementation of the MER and Reporting protocols stated herein. 

.. 
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r. Education and Outreach 

229. Prowam Descriution. The Education and Outreach (“E&O”) Program is an existing 

lrogram approved in Decision No. 70402 (July 3, 2008). TEP is requesting budget approval to 

mtinue this program, which is being modified through the transfer of its school-based energy 

ducation components and its on-line audit function to subprograms of the Behavioral 

2omprehensive Program. 

230. The revised E&O Program would be responsible for overall marketing and general 

;onsumer education. In order to reflect this change in focus, TEP is proposing to rename the E&O 

’rogrm as the Consumer Education and Outreach (“CEO’) Program. 

231. With the school-based energy education activities and measures and the on-line 

iudit k c t i o n  moved into the Behavioral Comprehensive Program, the CEO Program would 

narket TEP’s energy efficiency and renewable programs4, including Time of Use (“TOU”) rates: 

0 Develop brochures and communication materials that showcase all available EE 
and Renewable Programs, 

0 Develop and maintain communication materials related to general energy saving 
information, 

0 Provide labor and materials to staff trade shows and community events, 

0 Develop and maintain web content to educate consumers on energy use and TOU 
rate choices, and 

0 Cross communication of EE Programs and general energy saving information. 

232. Promam Obiectives and Rationale. The E&0 Program is intended to increase 

mticipation in the Company’s other DSMEE programs and intended to promote conservation by 

:ustomers. 

233. Cost-effectiveness. The CEO Program markets the entire TEP portfolio, promotes 

:onsewation generally and educates customers about TOU rates. It does not produce direct 

savings. The 2012 budget, with the school-based energy education and on-line audit function 

’ Marketing materials for TEP energy efficiency programs include information concerning TEP’s renewable programs, 
providing an added benefit fiom the funding used to market energy efficiency. 
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removed, would be approximately $194,000, or less than 1 percent of the total Implementation 

Plan budget for 20 12. 

234. Staff Recommendation. 

0 Staff has recommended that the Education and Outreach (or Consumer 
Education and Outreach) Program be approved for continuation, with the 
modifications proposed. 

IT. Promam Development, Analvsis And Reporting Software (“Program DeveloDment”) 

235. Description. This budget item provides program support and covers costs relating 

D the Implementation Plan as a whole, including program design, database design and 

levelopment, and technical support. Included in this budget item are the resources necessary for 

neeting reporting requirements under the Electric Energy Efficiency Rates. 

236. Obiectives and Rationale. Program Development includes: 

0 Incremental cost studies, 

0 Measure and program research and benefitast analysis, 

0 Codes and Standards research and analysis, 

0 Education and training on new technologies, 

0 Program design, development and analysis, and 

0 Software for tracking and reporting to rernain in compliance with the Electric 
Energy Efficiency Rules. 

237. Cost-Effectiveness. Program Development costs are associated with administering 

he Implementation Plan as a whole. These costs are not attributable to one energy efficiency 

xogram or measure, but are required to facilitate the energy efficiency goals for all programs and 

neasures. Cost-effectiveness, as such, can not be assessed for this budget item, but the Program 

Development costs should represent a limited portion of the total budget. 

238. Projected Program Development costs for 201 1 equal approximately 3.47 percent 

If the total Implementation Plan budget, declining to approximately 2.62 percent in 2012. (In 

. .  
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comparison, incentives represent, respectively, approximately 51 percent and 54 percent of the 

201 1 and 2012 budgets. ) 

239. Staff Recommendation. Staff has recommended that the budget amounts allocated 

to program development, analysis and reporting software costs be included in the budget as shown 

in the application. 

V. MEASURIEMENT, EVALUATION AND RESEARCH REPORTING: ALL 

PROGRAMS 

240. Measurement. Evaluation, and Research. At a minimum, Measurement, 

EvaluaEon, and Research (“MER”) shall be done in accordance with the Electric Energy 

Efficiehcy Rules, Section R14-2-2415. 

241. Reporting. At a minimum, Reporting shall be done in accordance with the Electric 

Energy Efficiency Rules, Section R14-2-2415. 

W. BUDGET FLEXIBKLITY 

242. TEP has requested the ability to shift up to 25 percent of its approved funds from 

Residential to Commercial sector programs, or from Commercial to Residential sector programs, 

based on program activity. The Company has also requested that it be allowed to increase the total 

budget for the energy efficiency programs by up to 25 percent, where cost-effective. The 

Company states that this type of flexibility maximizes participation in successful programs and 

allows it to continue accepting applications from customers in cases where an individual program 

may be over-subscribed. 

243. Shifting of Funds. Funding for the Residential and Commercial sectors is 

approximately equal under the proposed Implementation Plan budgets for 201 1 and 2012. (”he 

Home Energy Reports subprogram targets Residential customers and its budget should be 

considered part of the funding for the Residential sector.) While the Commission has allowed 

utilities to shift energy efficiency program funding among programs or measures within the 

Residential sector, or among program or measures witbin the Commercial sector, recent practice 

has been to limit shifting from sector to sector, to ensure that both Residential and Commercial 

customers both have a reasonable opportunity to participate in energy efficiency programs. 
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Allowing funding shifts among programs or measures Within a sector allows a reasonable degree 

of flexibility without the potential impact to the equitable access to participation in energy 

efficiency programs by Residential and Compercial customers. 

244. Increase to Total Budnet. With a projected budget for 2012 of $24.7 million, the up 

25 percent flexibility proposed by TEP could result in an increase of over $6 million, depending on 

customer participation and actual costs. Although actual spending may be either over or under the 

level projected for the Implementation Plan, and the Company should be allowed some flexibiiity 

to accommodate unanticipated levels of customer participation, the 25 percent level proposed by 

E P  is excessive. Allowing an increase of up to 5 percent would provide TEP with flexibility in 

responding to higher-than-anticipated customer participation, but would better limit potential costs. 

245. Staff Recommendations. 

0 Staff has recommended that the Company be allowed to shift funding fiom 
measure to measure, or from less active to more active programs, for up to 25% 
of the budget originally allocated to the less active program. Budget shifting 
may only be done within, and not between, the Residential and Non-Residential 
program sectors. 

0 Staff has recommended that the Company be allowed to increase the overall 
Implementation Plan budget by up to 5 percent, if the increases are allocated to 
Commission-approved cost-effective measures and programs. 

K. DEMAND-SIDE MANAGEMENT SURCHARGE PDSMS”) 

246. In TEP’s Application, as updated on August 22,201 1, TEP is requesting recovery 

if the following costs through the DSMS: (i) DSM program costs, including $13.4 million from 

he period through 2011 @SM costs minus the amount recovered through the existing DSM 

djustor) and $24.7 million in spending projected for 2012 ; (ii) the DSM Performance Incentive, 

III the amount of $16 million; and (iii) the Company’s proposed Authorized Revenue Requirement 

rrue-up (“ARRT”) Mechanism, in the amount of $17 million. 

247. DSMS Reset Level. The current DSMS is $0.001249 per kwh. In its application, 

IEP had requested to increase the DSMS to $0.006343 per kWh, based on its proposal as updated 

3n August 22,20 1 1, and assuming a 15 month recovery period. Based on Staffs analysis above 

md S t a f f s  recommendation to exclude the ARRT and to retain the existing method for calculating 
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he Performance Incentive, Staffrecommended that the DSMS be set at $0.003812 per kWh based 

Staff 
Proposed 
DSMSkWh 

$0.003812 

$0.003812 

$0.003812 

)n a 15 month recovery period. The impacts, based on the average Residential usage, are shown in 

he table below 

Residential 
Usage 
Summer 
Average 
Winter 
Average 
Annual"' 
Average 

kWh/ Curent 
month DSMSlkWh 

1,100 $0.001249 

680 $0.001249 

880 $0.001249 

Proposed 

248. Recommendations. Recommendations regarding the DSMS are listed below: 

0 Staff has recommended that the DSMS include: (i) the program spending 
approved by the Commission in this Decision; and (ii) the Performance 
Incentive, as calculated in the manner set in the last rate case. 

0 Staff has also recommended that calculation of the DSMS talce into account the 
current DSM balance, but not include the Company's proposed ARRT at this 
time. 

0 Staffhas recommended that the DSMS be reset to $0.003812 per kWh. 

249. Adiustor Reset and Reporting Requirements. The Company requested that the 

:urrent April 1 surcharge sling requirement and semi-annual DSM reporting (March 1 and 

September 1) requirements be superseded by the reporting requirements of A.A.C. R14-2-2409. 

I'EP plans to file for an adjustor rate reset annually, as part of its Implementation Plan filings, 

seginning in June 2012, with the actual reset to take effect in January 2012. 

0 Staff has recommended that the current surcharge filing and DSM reporting 
requirement be superseded by the reporting requirements of A.A.C. R14-2-2409. 

0 Staff has also recommended that, in any year during which the Company does not 
file an Implementation Plan, or does not address the DSM adjustor reset within its 
Implementation Plan, an adjustor reset application should be filed separately, no 
later than April 1. 

. .. . . 
Y. CALCTJLATINC COST-EFF'EXTIVENESS 
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250. Staff recommends that, in all future DSM Implementation Plans, the Company use 

he same input values and methodology as Staff for calculating the present value benefits and costs 

LO determine benefitast ratios. 

Z. SUMMARY OF RECOMMENDATIONS 

251. Staff has made the following recommendations based on TEP’s Implementation 

Plan filing, as updated on August 22,201 1: 

Overall 

e 

0 

0 

0 

In cases where a measure is not approved, the funding associated with that 
measure should be used to fund cost-effective measures within the same 
program, if possible. 
The Company should have the flexibility to transfer funding among cost- 
effective measures, within each program, to accommodate varying participation 
levels. 

The Company should have the ffexibility to move up to 25% of funding from 
program to program witbin each sector, to accommodate varying participation 
levels. However, funding may not be transferred out of the Low-Income 
Weatherization Program. 

The Company should track federal standards, including those for lighting, to 
ensure that measures promoted by the TEP Implementation Plan offer cost- 
effective savings over and above current baselines. 

Amliance Recycling 

0 The TEP Appliance Recycling Program should be approved and it should 
include both the refrigerator and freezer measures. 

0 The Company should offer a $30 incentive, rather than the $35 incentive 
proposed, but the overall budget for incentives should not be decreased. 

Multi-Familv Housing Eeciency 

0 The proposed Multi-Family Program should be approved, with older, less 
efficient and low-income complexes as a primary focus for the Multi-Family 
Program’s activities. 

Efficient Products 

0 The Efficient Products Program should be approved and continue to offer CFLs, 
with the addition of the Variable Speed Pool Pump, Advanced Power Strip and 
Pool Pump Timer measures. 

Decision No. , 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

’age 59 Docket No. E-01933A-11-0055 

0 The Residential LED Light measure should not be approved at this time. 

0 The lifespan of CFL measures should be re-evaluated for the Company’s next 
Implementation Plan, and any changes to these assumptions should be 
incorporated into cost-effectiveness and savings calculations for the Efficient 
Products Program. 

Low-Income Weatherization 

0 The Low-Income Weatherization Progrm should be approved for continuation 
as part of TEP’s Implementation Plan. 

TEP should be allowed to tie the eligibility level for the TEP LIW Program to 
the eligibility level set for the federal Low-Income Home Energy Program 
(“LIHEAP”), so that the eligibility levels remain consistent over time. 

-Residential New Construction 

0 The Tier 1 measure should be approved for continuation. 

The Tier 2 and Tier 3 measures should be discontinued once the Residential 
New Construction Program has met its existing commitments for Tier 2 and 
Tier 3 homes. 

Existinr Homes and Audit Direct Install 

The Existing Homes and Audit Direct Install Program should be approved for 
continuance. 

Shade Tree 

0 The Shade Tree Program should be approved for continuance. 

Residential and Small Commercial Direct Load Control 

The Residential and Small Commercial Direct Load Control Program be 
approved to continue. 

Bid for Eficiencv 

0 The TEP Bid for Efficiency Pilot Program should be approved as a two-year 
pilot program as discussed herein. 

0 Individual project incentives under this program should be capped at 60 percent 
of the incremental costs of the efficiency measures included in the project. 

,.. 
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0 

SchooIs Facilities 

0 The School Facilities Schools Program should be approved. 

The TEP Retro-comsioning Program 5-0111 be approved. 

CHp 
0 The CHP Joint Program should be approved. 

Small Business Direct Install 

0 The Small Business Direct Install Program should be approved to continue, with 
the proposed new measures. 

C&I Comprehensive 

0 The C&I Comprehensive Program should be approved, except for the proposed 
additional measure LED Street and Parking Lights. 

Commercial Direct Load Control 

0 The C&I Direct Load Control Program should be approved for continuation. 

Commercial New Construction 

“he Commercial New Construction Program, including the high-performance 
glazing measure, should be approved for a second two-year period. 

TEP should implement the recommendations in the “Assessment of Baseline 
Practices for Commercial New Construction” prepared by Navigant Consulting, 
including modification of Program performance thresholds (for public 
buildings) and Program applications to differentiate between public and private 
sector facilities. 

Measurement & Evaluation statistics for the Program should be included in the 
DSM reports filed with the Commission. 

TEP should continue the Commercial New Construction Program’s outreach 
efforts by targeting building owner, developer and design professional 
organizations, lenders and lender industry associations, and local building code 
officials. 

Information announcing the availability of the Program should occupy a more 
prominent position on the TEP website. 
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Behavioral ComDrehensive 

The Behavioral Comprehensive program, and all its subprograms, should be 
approved. 

Residential Enerm Financinx 

The Residential Energy Efficiency Financing Program should be approved for a 
two-year pilot as described herein. 

0 TEP’s request that the DSM Surcharge for the Residential Energy Financing 
Program be collected only from Residential customers should not be approved. 

- Enerm Codes Enhancement 

TEP’s Energy Codes Enhancement Program should be approved, subject to 
implementation of the MER and Reporting protocols stated herein. 

Education and Outreach 

0 The Education and Outreach (or Consumer Education and Outreach) Program 
should be approved for continuation, with the modifications proposed. 

Promam Develovment 

0 The budget amounts allocated to program development, analysis and reporting 
sof€ware costs should be included in the budget be approved, as shown in the 
application. 

Budget Flexibility 

0 

0 

DSMS 

a 

The Company should be allowed to shift funding from measure to measure, or 
from less active to more active programs, for up to 25 percent of the budget 
originally allocated to the less active program. Budget shifting should only be 
done within, and not between, the Residential and Non-Residential program 
sectors. 

The Company should be allowed to increase the overall Implementation Plan 
budget by up to 5 percent, if the increases are allocated to cost-effective 
measures and programs. 

The DSMS should include: (i) the program spending approved in this Decision; 
and (ii) the Performance Incentive, as calculated in the manner set in the last 
rate case. 

1 .  

Decision No. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

?age 62 Docket No. E-O1933A-11-0055 

Calculation of the DSMS should take into account the current DSM balance, 
but not include the Company’s proposed ARRT at this time. 

No waiver of the energy efficiency rules be granted to TEP at this time. 

The DSMS should be reset to $0.003812 per kWh. 

0 

0 

Adiust Reset and Reportiw Requirements 

The current surcharge filing and DSM reporting requirement should be 
superseded by the reporting requirements of A.A.C. R14-2-2409. 

In any year during which the Company does not file an Implementation Plan, or 
does not address the DSM adjustor reset within its Implementation Plan, an 
adjustor reset application should be filed separately, no later than April 1. 

0 

Calculatina Cost-Effectiveness 

0 Staff recommends that, in all future DSM Implementation Plans, the Company 
use the same input values and methodology as Staff for calculating the present 
value benefits and costs to determine benefit-cost ratios. 

QA. TEP’S PROPOSED MODIFIED IMPLEMENTATION PLAN 

252. TEP filed Exceptions to StafYs Proposed Order on December 2,201 1. In those 

3xceptions, TEP asserted, among other things, that: (i) the Proposed Order as written was 

anfiscatory and needed to be amended to provide TEP with recovery of lost fixed costs revenue 

-esulting from TEP’s compliance with the Commission’s Electric Energy Efficiency Rules; (ii) if 

he Proposed Order was not amended to provide lost fixed cost recovery, then the Commission 

should grant TEP a waiver from the Electric Energy Efficiency Rules; and (iii) the Commission 

should approve a performance incentive that encouraged program efficiency and savings, and not 

program spending. 

253. TEP’s proposed Implementation Plan was initially considered at the Commission’s 

January 10-1 1,2012 Open Meeting. After extensive discussion of the issues regarding TEP’s 

hplementation Plan, the matter was continued to allow TEP, Staff and other interested parties to 

discuss potential modifications to TEP’s Implementation Plan that would resolve the concerns 
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raised in TEP’s Exceptions, comments submitted by interested parties and the issues discussed at 

the Open Meeting. 

254. On January 31,2012, TEP filed a Notice of Filing Proposed Modified 

[mplementation Plan. In its Notice, TEP indicated that, subsequent to the Open Meeting, TEP, 

Commission Staf€ and other interested parties, including RUCO, Southwest Energy Efficiency 

Project (SWEEP) and Arizonans for Electric Choice and Competition (AECC), met several times 

in person and by conference call to discuss a potential compromise solution. TEP stated that the 

participants were unable to develop a modified Implementation Plan that all participants could 

agree‘kpon. ,,. However, through its Notice, TEP submitted a compromise Implementation Plan 

proposal that TEP believed was generally supported in concept by the participants. 

255. TEP states that its modified Implementation Plan: (i) results in a reduced DSM 

program budget (ii) recovers certain costs over a longer t i m e b e ;  (iii) proposes a new interim 

performance incentive; (iv) does not include the ARRT; and (v) results in a lower DSMS than had 

been proposed by Staff in its Proposed Order. Moreover, TEP believes that this compromise 

position still provides net benefits to all customers, provides programs for customers to reduce 

their electric bill, provides stability to the DSM marketplace, and provides a bridge mechanism to 

E P  until long-term cost synchronization can be implemented. 

256. Moreover, given the time that has passed since TEP filed its initial proposed 201 1 - 

20 12 Implementation Plan, TEP’s Modified Implementation Plan now covers 20 12 and 20 13. 

TEP proposes an annual overall budget of $29,694,240 for 20 12 and the same budget for 20 13. 

The DSMS will be calculated by combining the two budgets and will be based collection of the 

mmbined budgets over twenty-two (22) months. 

257. The main elements of TEP’s Modified Implementation Plan are as follows: 

DSM Program-specific Budgets - The 2012 total DSM program budget will be 

reduced by 25%. TEP will continue all existing programs and will implement new 

programs as anticipated by Staffs proposed order. TEP expects to meet the EE 

Standard for 2012 and believes that it could possibly meet the EE Standard in 2013 
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under this compromise, but may ultimately need to request a waiver from the 

Energy Efficiency Standards depending on program performance. The table below 

sets for the specific initial funding levels for each program: 

~- 

$649,145 $276,115 
Program Development, Analysis and Reporting Software 
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1) Low Income Weatherization - TEP will allocate additional funds to the LlW program if necessary. 

e New Interim Performance Incentive - A new Interim Performance Incentive, 

similar to the proposal made by SWEEP, will be implemented. TEP will receive 

7% of net benefits resulting from its Implementaiion Plan as well as additional 

funds for hitting certain performance metrics. The payments under this mechanism 

will be banded at 80% to 120% of the target performance incentive of $7,246,379. 

This mechanism will continue until replaced by another mechanism approved by 

the Commission. The table below sets forth the details of the mechanism: 

_- 
- 

TEP 2012 Interim Performance Incentive Structure 

@) Community workshops -80 community weatherization workshops 80 $150,00( 

(c) Community outreach - monthly outreach to Seniors on EE 12 $150,00( 

Jd) Loan program - 2 5  train contractors on TEP’s new loan program 25 $150,00( 

(e) Multi-family units - 6 2 5  energy measures installed in units 625 $150,00( 

(0 Low Income Weatherization - 15% increase in participation over 201 1 178 $I50,00C 

1 1 1 

Decision No, 



! -  
1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

Page 66 Docket No. E-O1933A-11-0055 

I At 120% of Goal 1 $8,695,65 
1) 201 1 saving results will be determined by a measurement and waluation study to be completed by March 1'2012, and filed with TEP's 201 1 

:ompliance report. 

0 Overall 2012 Budget - The overall budget for 2012 will be lower than the budget 

recommended by S M  in its Proposed Order. The Table below shows a 

comparison of the overall budget for TEP's filed plan for 2012 (as updated on 

August 22, 2011), Staff's Proposed Order for 2012 (adjusted by TEP for current 

timing), and the compromise position that sets forth the overall 20 12 budget and as 

well as the combination of the 2012 and 2013 overall budgets used to calculate the 

DSMS. 

TEP OveraIl Budget Comparison 

012 Interim 

013 Interim 
lerformance Incentive NA NA NA $7,246,379 

011 ARRT $3,877,937 NA NA NA 

012 ARRT $12,890,440 NA NA NA 
'otal $63,520,027 %34,668,899 $29,694940 $59,388,480 
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Implementation Plan and Budget - TEP may file a 2013 Implementation 

Plan only for the purpose of adding or modifying programs and related program 

specific budgets. All other aspects of TEP’s Proposed 20 12 Implementation Plan, 

as set forth herein, will remain unchanged in its 2013 Implementation Plan. 

0 Demand-Side Management Surcharge (DSMS) - DSMS will increase from 

$0.001249 per kWh to $0.003608 per kWh for residential customers and to a 4.19% 

rate on all charges (except taxes and other governmental assessments) for all other 

customer classes. The rate has been adjusted to reflect recovery of the proposed 

2012 and 2013 budgets over 22 months. The Table below shows the average 

incremental increases and bill impacts by customer class. These DSMS rates will 

-_. 

remain in effect until changed by further order of the Commission. 

Average Bill Impact 

Residential $1.10 $3.18 $2.08 2.39% 

Small Commercial $5.37 $18.51 $13.14 2.94% 

Large Commercial $199.84 5622 $422.1 1 2.80% 

Industrial $1,874 $4,481 52,608 2 3 Y h  
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263. We believe that TEP’s proposed Modified Implementation Plan is a reasonable 

compromise to address the challenging issues related to TEP’s compliance with the Corn~nission~s 

Electric Energy Efficiency Rules and that approval of the TEP’s proposed Modified 

Implementation Plan for 2012 and 2013 is in the public interest. We are therefore approving an 

Implementation Plan budget of $29,694,240 for 2012 and $29,694,240 for 2013 with the specific 

program funding initially allocated as proposed by TEP in its Modified Implementation Plan. We 

are further approving the new Interim Performance Incentive proposed by TEP in its Modified 

Implementation Plan, which will remain in effect until further order of the Commission. We are 

also approving a DSMS that collects the combined 2012 and 2013 budgets over a twenty-two 

month period, which results in a DSMS rate of $0.003608 per kwh for residential customers and 

to a 4.19% rate on all charges (except taxes and other governmental assessments) for all other 

customer classes. 

CONCLUSIONS OF LAW 

1.  TEP is an Arizona public service corporation within the meaning of Article XV, 

Section 2, of the Arizona Constitution. 

2. The Commission has jurisdiction over TEP and over the subject matter of the 

application. 

3. The Commission, having reviewed the filings in this Docket., concludes that it is in 

the public interest to approve TEP’s Modified Implementation Plan, as discussed herein. 

ORDER 

IT IS THEREFORE ORDERED that Tucson Electric Power Company Modified 

Implementation Plan is approved, as discussed herein. 

IT IS FURTHER ORDERED that, in cases where a measure is not approved, the funding 

associated with that measure shall be used to fund cost-effective measures within the same 

program, if possible. 

. . .  

Decision No. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

Page 69 Docket No. E-01933A-11-0055 

IT IS FURTHER ORDERED that Tucson Electric Power Company shall have the 

flexibility to transfer funding among cost-effective measures, within each program, to 

accommodate varying participation levels. 

IT IS FURTHER ORDERED that Tucson Electric Power Company shall have the 

flexibility to move up to 25 percent of funding from program to program within each sector, to 

accommodate varying participation levels. Funding may not be transferred out of the Low-Income 

Weatherization Program. 

IT IS FURTHER ORDERED that Tucson Electric Power Company shall track federal 

standads, including those for lighting, to ensure that measures promoted by the Tucson Electric 

Power Company Implementation Plan offer cost-effective savings over and above current 

baselines. 

ADDliance Recycling 

IT IS FURTHER ORDERED that the Tucson Electric Power Company Appliance 

Recycling Program is approved and shall include both the refrigerator and freezer measures. 

IT IS FURTHER ORDERED that Tucson Electric Power Company shall offer a $30 

incentive, rather than the $35 incentive proposed, but that the overall budget for incentives shall 

not be decreased. 

Multi-Family Housing Efficiency 

IT IS FURTHER ORDERED that the proposed Multi-Family Program is approved, with 

older, less efficient and low-income complexes as a primary focus for the Multi-Family Program’s 

activities. 

ERcient Products 

IT IS FURTHER ORDERED that the Efficient Products Program is approved, and shall 

continue to offer CFLs, with the addition of the Variable Speed Pool Pump, Advanced Power Strip 

and Pool Pump Timer measures. 

IT IS FURTHER ORDERED that the Residential LED Light measure is not approved at 

this time. 

. .. 
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IT IS FURTHER ORDERED that the lifespan of CFL measures shall be re-evaluated for 

rucson Electric Power Company’s next Implementation Plan, and any changes to these 

rnsumptions shall be incorporated into cost-effectiveness and savings calculations for the Efficient 

Products Program. 

Cow-Income Weatherization 

IT IS FURTHER ORDERED that the Low-Income Weatherization Program is approved 

For continuation as part of Tucson Electric Power Company’s Implementation Plan. 

IT IS FURTHER ORDERED that Tucson Electric Power Company shall be allowed to tie 

ihe eligibility level for the Tucson Electric Power Company LIW Program to the eligibility level 

set for the federal Low-Income Home Energy Program (“LIHEAP”), so that the eligibility levels 

remain consistent over time. 

Residential New Construction 

IT IS FURTHER ORDERED that the Tier 1 measure is approved for continuation. 

IT IS FURTHER ORDERED that the Tier 2 and Tier 3 measures shall be discontinued 

mce the Residential New Construction Program has met its existing commitments for Tier 2 and 

Tier 3 homes. 

Existing? Homes and Audit Direct Install 

IT IS FURTHER ORDERED that the Existing Homes and Audit Direct Install Program is 

approved for continuance. 

Shade Tree 

IT IS FURTHER ORDERED that the Shade Tree Program is approved for continuance. 

Residential and Small Commercial Direct Load Control 

IT IS FURTHER ORDERED that the Residential and Small Commercial Direct Load 

Control Program is approved to continue. 

Bid for Efficiency 

IT IS FURTHER ORDERED that the Tucson Electric Power Company Bid for Efficiency 

Pilot Program is approved as a two-year pilot program as discussed herein. 

. . .  
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IT IS FURTHER ORDERED that individual project incentives under this program shall be 

capped at 60 percent of the incremental costs of the efficiency measures included in the project. 

re fro-Commissioning 

IT IS FURT€3ER ORDERED that the Tucson Electric Power Company Retro- 

commissioning Program is approved. 

Schools Facilities 

IT IS FURTHER ORDERED that the School Facilities Schools Program is approved. 

- CHP 

IT IS FURTHER ORDERED that the CHP Joint Program is approved. 

Small Business Direct Install 

IT IS FLJRTHER ORDERED that the Small Business Direct h t a l l  Program is approved to 

continue, with the proposed new measures. 

C&I Comvrehensive 

IT IS FURTHER ORDERED that the C&I Comprehensive Program is approved, except 

for the proposed additional measure LED Street and Parking Lights. 

Commercial Direct Load ControI 

IT IS FURTHER ORDERED that the C&I Direct Load Control Program is approved for 

continuation. 

Commercial New Construction 

IT IS FURTHER ORDERED that the Commercial New Construction Program, including 

the high-performance glazing measure, is approved for a second two-year period. 

IT IS FURTHER ORDEREiD that Tucson Electric Power Company implement the 

recommendations in the “Assessment of Baseline Practices for Commercial New Construction” 

prepared by Navigant Consulting, including modification of Program performance thresholds (for 

public buildings) and Program applications to differentiate between public and private sector 

facilities. 

IT IS F’URTHEIR ORDERED that Measurement & Evaluation statistics for the Commercial 

New Construction Program shall be included in the DSM reports filed with the Commission. 
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IT IS FURTHER ORDERED that Tucson Electric Power Company shall continue the 

Commercial New Construction Program’s outreach efforts by targeting building owner, developer 

and design professional organizations, lenders and lender industry associations, and local building 

code officials. 

IT IS FURTHER ORDERED that information announcing the availability of the 

Commercial New Construction Program shall occupy a more prominent position on the Tucson 

Electric Power Company website. 

Behavioral Comprehensive 

IT IS FURTHER ORDERED that the Behavioral Comprehensive Program, and all its 

subprograms, is approved. 

Residential Enerm Financing 

IT IS FURTHER ORDERED that the Residential Energy Efficiency Financing Program is 

approved for a two-year pilot as described herein. 

IT IS FURTHER ORDERED that Tucson Electric Power Company’s request that the DSM 

Surcharge for the Residential Energy Financing Program be collected only from Residential 

customers is not approved. 

Enerm Codes Enhancement 

IT IS FURTHER ORDERED that Tucson Electric Power Company’s Energy Codes 

Enhancement Program is approved, subject to implementation of the MER and Reporting 

protocols stated herein, and the program shall be renamed the Energy Code and Standards 

Enhancement Program. 

IT IS FURTHER ORDERED that Tucson Electric Power Company be granted a waiver 

from A.A.C. R14-2-2404@) to allow Tucson Electric Power Company to also count toward 

meeting the Energy Efficiency Standard in A.A.C. R14-2-2404, for 2012 through 2020, up to one- 

third of the energy savings resulting from energy efficiency appliance standards, if the energy 

savings are quantified and reported through a measurement and evaluation study undertaken by 

Tucson Electric Power Company, and Tucson Electric Power Company demonstrates and 

documents its efforts in support of the adoption or implementation of the energy efficiency 
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%ppliance standards, but shall not be used in the energy savings calculation used to determine 

Tucson Electric Power Company’s performance incentive. 

Education and Outreach 

IT IS FURTHER ORDERED that the Education and Outreach (or Consumer Education 

md Outreach) Program is approved for continuation, with the modifications proposed herein. 

prom-am Development 

IT IS FURTHER ORDERED that the budget amounts allocated to program development, 

malysis and reporting software costs shall be included in the budget are approved, as shown in the 

qplication. 

a .  

Budget FlexibiIitv 

IT IS FURTHER ORDERED that Tucson Electric Power Company shall be allowed to 

shift funding from measure to measure, or from less active to more active programs, for up to 25 

percent of the budget originally allocated to the less active program. Budget shifting shall only be 

ione within, and not between, the Residential and Non-Residential program sectors. 

IT IS FURTHER ORDERED that Tucson Electric Power Company shall be allowed to 

increase the overall Implementation Plan budget by up to 5 percent, if the increases are allocated to 

zest-effective measures and programs. 

DSMS 

IT IS FURTHER ORDERED that the DSMS shall include: (i) the program spending 

3pproved by this Order and (ii) the Interim Performance Incentive proposed by Tucson Electric 

Power Company in its Modified Implementation Plan. 

IT IS FURTHER ORDERED that calculation of the DSMS shall take into account the 

:urrent DSMS bank balance. 

IT IS FURTHER ORDERED that the DSMS shall be calculated as discussed in herein and 

shall be reset to $0.003608 per kwh for residential customers and to a 4.19% rate on all charges 

(except taxes and other governmental assessments) for all other customer classes. 
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Adiust Reset and Reportina Requirements 

IT IS FURTHER ORDERED that the current surcharge filing and DSM reporting 

requirement shall be superseded by the reporting requirements of A.A.C. R14-2-2409. 

IT IS FURTHER ORDERED that, in any year during which Tucson Electric Power 

Zompany does not file an Implementation Plan, or does not address the DSM adjustor reset within 

its Implementation Plan, an adjustor reset application shall be filed separately, no later than 

4prill. 

IT IS FURTHER ORDERED that Tucson Electric Power Company file a tariff in 

:ompliance with this Decision within 30 days of the effective date of this Decision. 

. .  

7aZcuZatinE Cost-Effectiveness 

IT IS FURTHER ORDERED that, in all fbwe DSM Implementation Plans, Tucson 

Zlectric Power Company use the same input values and methodology as StafTfor calculating the 

)resent value benefits and costs to determine benefit-cost ratios. 

IT IS FURTHER ORDERED that to ensure accurate and timely cost-effectiveness analysis 

hrough the use of one model and consistent input values, Staff should attempt to retain an 

ndependent third-party consultant possibly through entities such as the United States Department 

If Energy State and Local Energy Efficiency Action Network Technical Assistance Program or the 

qational Association of Regulatory Utility Commissioners State Electricity Regulators Capacity 

4ssistance and Training program, to assist a Staff-led working group including Tucson Electric 

'ower Company and interested stakeholders, in (a) exploring effective options for cost- 

:ffectiveness analysis models; @) selecting and securing one model to be used by Tucson Electric 

lower and Staff for cost-effectiveness analysis; (c) resolving any differences in key input values 

sed in the analysis: (d) documenting the key input values in a Technical Reference Manual to be 

ipdated by Tucson Electric Power and filed with each Implementation Plan; and (e) creating 

emplates for Implementation Plans and annual progress and status reports. 

IT IS FURTHER ORDERED that this Decision shall become effective immediately. 
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BY THE ORDER OF THE AIUZONA CORPORATION COMMISSION 

CHAIRMAN COMMISSIONER 

COMMISSIONER COMMISSIONER COMMISSIONER 

". 

IN WITNESS WHEREOF, I, ERNEST G. JOHNSON, 
Executive Director of the Arizona Corporation Commission, 
have hereunto, set my hand and caused the official seal of this 
Commission to be affixed at the Capitol, in the City of Phoenix, 
this day of ,2011. 

~~ - 

ERNEST G. JOHNSON 
EXECUTIVE DIRECTOR 

DISSENT: 

DISSENT: 

3MO:JMK:WCH 
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vlr. Phillip Dion 
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Mr. C. Webb Crockett 
Mr. Patrick J. Black 
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Iirector, Utilities Division 
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1200 West Washington Street 
?hoenix, Arizona 85007 

Ms. Janice M. Mwad 
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